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PREFACE 

This  monograph  had  its  origin  in  an  investigation 
carried  on  by  the  author  while  a  member  of  the  eco- 
nomic seminary  of  the  Johns  Hopkins  University. 
The  chief  sources  of  information  have  been  the  rec- 
ords and  files  of  the  United  States  Food  Administra- 
tion and  the  Sugar  trade  journals.  Documentary 
study,  however,  has  been  supplemented  by  personal 
interview  with  government  officials,  representative 
men  in  the  sugar  trade,  and  experts. 

The  author  wishes  to  express  his  appreciation  of 
the  helpful  criticism  received  from  Professor  J.  H. 
Hollander  and  Professor  G.  E.  Barnett. 
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I.  INTRODUCTION. 

There  is  hardly  any  aspect  of  government  control 
during  the  war  which  offers  so  rich  a  field  for  eco- 
nomic analysis  and  study  as  the  control  of  the  entire 
sugar  industry  by  the  United  States  Food  Adminis- 
tration. Initiated  with  modest  appeals  to  the  public 
by  Mr.  Herbert  Hoover  in  June,  1917,  for  voluntary 
reduction  in  the  household  consumption  of  sugar 
and  with  a  voluntary  agreement  with  the  beet  sugar 
producers  in  the  latter  part  of  August,  1917,  a  con- 
tinuous development  took  place,  culminating  ulti- 
mately in  complete  government  control  of  the  en- 
tire sugar  trade  from  the  points  of  production  to 
the  points  of  ultimate  distribution. 

The  activities  of  the  Food  Administration  in 
so  far  as  they  relate  to  sugar  fall  into  four 
well  defined  periods.  The  first  period  marks 
the  transition  of  the  sugar  industry  from  a 
peace  basis  to  a  war  basis,  covering  in  point 
of  time  the  second  half  of  the  year  1917.  The 
Food  Control  Act  which  was  the  legal  basis  for  all 
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the  activities  of  the  Food  Administration,  was  enacted 
in  this  period,  and  the  Sugar  Division  of  the  Food 
Administration  under  the  able  executive  direction  of 
Mr.  George  M.  Rolph,  took  form  at  this  juncture  as  a 
constituent  entity  in  the  organization  of  the  Food 
Administration.  During  this  period  voluntary  agree- 
ments with  the  different  sugar  producers,  relative  to 
both  prices  and  distribution  of  the  1917-18  crop,  formed 
the  basis  of  control  over  the  industry. 

The  second  period  runs  from  January  to  about  May, 
1918,  during  which  time  the  machinery  created  in  the 
first  period  of  governmental  control,  to  handle  the  prob- 
lems of  the  1917-18  crop,  functioned  automatically  with 
practically  no  amendment. 

The  third  period,  probably  of  greatest  interest  to  the 
economist,  covers  the  interval  between  May,  1918  and 
the  signing  of  the  armistice,  in  which  period  plans  were 
formulated  for  the  handling  of  the  more  difficult  prob- 
lems relative  to  price  and  distribution  involved  in  the 
1918-19  crop.  This  period  witnessed  the  creation  of  a 
sugar  corporation,  the  United  States  Sugar  Equalization 
Board,  Incorporated,  the  $5,000,000  of  capital  stock  of 
which  was  subscribed  for  by  the  President  of  the  United 
States  out  of  his  emergency  funds,  the  purposes  of  this 
corporation,  being,  "  to  equalize  the  cost  of  various 
sugars  and  to  secure  the  better  distribution."  ^ 

The  fourth  period  begins  with  the  signing  of  the  armis- 
tice. The  abrupt  termination  of  the  war  found  the 
United  States  Sugar  Equalization  Board  bound  by  sev- 
eral contracts,  for  the  execution  of  which  a  continuance 
of  the  corporation  was  essential.  Up  to  the  date  of 
writing,  the  activities  of  the  corporation  for  this  fourth 
period  have  been  mainly  of  a  routine  nature  and  no 
important  economic  problems  have  developed,  altho 

>  News  Releaflc  of  Food  Adminiatration,  July  11,  1918,  No.  lOGl. 
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it  is  of  interest,  to  note  the  effect  of  governmental  con- 
trol upon  an  industry  during  a  period  of  post-war 
reconstruction. 

Since  the  first  period  has  already  been  discussed  at 
some  length  in  a  previous  number  of  this  journal,^  and 
has  been,  in  addition,  the  subject  of  a  senatorial  investi- 
gation, it  will  be  unnecessary  to  treat  it  here.  The 
second  period  covering  simply  the  automatic  function- 
ing of  the  machinery  created  in  the  first  period  needs 
little  discussion  and  the  fourth  period,  not  being  a 
complete  episode  as  yet,  can  be  treated  more  profitably 
at  a  later  date.  In  this  paper  an  account  will  therefore 
be  given  of  the  third  period  which  is  indeed  the  most 
significant  period. 

II.  The  Problems  Relating  to  Sugar  in 
Connection  with  the  Crops  of  1918-19 

(a)  Problems  Relating  to  Price 
The  third  period  of  government  control  of  sugar  in  the 
United  States,  as  the  following  pages  demonstrate,  wit- 
nessed the  realization  of  Mr.  Hoover's  original  plan 
for  dealing  with  this  commodity.  Speaking  before  the 
Senate  Committee  on  Agriculture  on  June  19,  1917, 
Mr.  Hoover  had  stated  his  plan  ^  as  follows: 

There  is  one  other  commodity  which  I  may  refer  to  in  thisjnatter 
of  purchase  and  sale,  and  that  is  sugar.  At  the  present  moment  our 
sugar  refiners  are  competing  with  the  allied  sugar  commission  for  the 
purchase  of  Cuban  sugar.  It  must  be  patent  that  if  we  create  a 
sugar  commission  and  if  that  sugar  commission  cooperates  with  the 
Allies  and  the  Cuban  producers  to  take  over  the  Cuban  crop  at  the 
fixed  price,  that  we  can  effect  a  considerable  saving  on  the  present 
inflated  price  of  raw  sugar,  and  we  can  stabilize  the  price  of  sugar 
throughout  the  whole  of  next  year,  because  the  sugar  commission 
should  be  able  to  impose  upon  the  refiners  the  necessity  to  pass  the 
savings  made  on  raw  sugar  through  to  the  consumers.  As^there 

1  See  article  by  Roy  C.  Blakey,  "  Sugar  Prices  and  Distribution  under  Food^Con- 
trol,"  Quarterly  Journal  of  Economics,  August,  1918,  pp.  567-596. 

2  From  Food  Administration  Bulletin,  No.  1,  1917. 
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would  be  a  dominating  amount  of  imported  raw  sugar  it  should  be 
possible  to  maintain  a  stable  price  throughout  the  next  year;  there 
would  thus  be  no  incentive  to  speculation,  and  the  saving  to  the 
public  on  its  sugar  should  reasonably  amount  to  20  to  25  per  cent. 

There  can  be  no  loss  in  such  an  operation,  because  one-half  of  the 
American  sugar  supply  would  be  in  the  hands  of  the  Sugar  Com- 
mission, and  the  Sugar  Commission  should  be  able  to  make  a  price 
to  cover  the  whole  of  its  outlay.  In  this  matter,  like  that  of  wheat, 
we  require  a  certain  margin  of  cash  with  which  to  provide  for  bank 
credits.  So  far  as  I  can  see  now  there  are  only  three  or  four  com- 
modities where  we  are  hkely  to  enter  actively  into  the  purchase  and 
sale.  In  the  case  of  wheat  and  sugar  we  have  taken  the  opinion  of 
the  producer,  of  the  manufacturer,  and  of  the  distributor  as  to  the 
effectiveness  of  such  operation  in  reducing  prices  to  the  consumer, 
and  I  feel  confident  that  there  is  general  agreement  and  entire  safety 
and  usefulness  and  necessity  in  this  course.  We  should  take  similar 
advice  before  entering  upon  any  other  commodity. 

But  the  Food  Control  Act,  when  it  was  enacted,  did 
not  give  the  Food  Administration  the  authority  to  fix 
sugar  prices  directly  or  to  make  purchases  of  sugar  as 
had  been  done  abroad  so  that  it  was  necessary  to  depend 
on  the  voluntary  cooperation  of  the  various  branches  of 
the  sugar  trade.  Through  such  voluntary  cooperation, 
the  various  agreements,  with  the  domestic  beet  sugar 
producers,  with  the  Louisiana  cane  sugar  producers, 
and  the  cane  sugar  refiners  were  effected  as  well  as  the 
purchase  of  the  entire  1917-18  Cuban  crop  for  account 
of  the  United  States  and  the  British  Royal  Commission 
on  the  Sugar  Supply. 

Early  in  1918  it  became  apparent  that  the  problems 
relating  to  sugar  could  no  longer  be  effectively  solved 
through  these  separate  voluntary  agreements  with  the 
different  branches  of  the  trade  and  through  the  existing 
executive  machinery  of  the  Food  Administration.  For 
there  were  two  sets  of  problems  facing  the  Food  Admin- 
istration in  1918,  the  first  concerned  with  the  proper 
prices  for  the  1918-19  crops,  in  the  various  sources  of 
supply,  the  second  concerned  with  supply  and  distribu- 


676  QUARTERLY  JOURNAL  OF  ECONOMICS 


tion.  In  its  attempt  to  solve  these  problems,  the  Food 
Administration  was  ultimately  forced  to  create  a  com- 
mission of  the  sort  Mr.  Hoover  had  described  before  the 
Senate  Committee  on  Agriculture  in  June,  1917.  A 
careful  examination  of  the  problems  which  led  to  this 
result  is  essential  for  a  clear  understanding  of  the  whole 
matter.  These  problems  are  set  forth  in  the  first  part 
of  this  paper,  and  the  second  part  is  devoted  to  an 
exposition  of  the  manner  in  which  these  problems  were 
solved. 

The  difficulties  of  the  Food  Administration  in  regard 
to  the  price  of  sugar  for  the  1918-19  crop  emerged  from 
its  accepted  policy  of  encouraging  domestic  sugar  pro- 
duction. For  early  in  the  history  of  the  Food  Admin- 
istration there  was  definite  acknowledgment  of  the  fact 
that  an  encouragement  of  domestic  sugar  production 
was  highly  desirable  mainly  because  of  the  necessity 
for  conservation  of  import  tonnage  but  also  in  view  of 
the  gradual  reduction  in  the  world^s  supply.  It  was 
hardly  to  be  expected  that  war  conditions  with  the  con- 
sequent reduction  of  the  labor  supply,  the  high  prices 
paid  for  competing  crops,  and  the  high  cost  of  materials 
would  allow  much  increase  in  the  domestic  sugar  pro- 
duction but  it  was  essential  to  take  measures  to  main- 
tain, at  least,  the  normal  production. 

In  anticipation  of  a  possible  reduction  in  the  sugar 
beet  acreage  for  the  campaign  of  1918-19,  owing  to  the 
competition  of  more  lucrative  crops  and  high  costs  of 
labor  and  materials,  Mr.  Hoover  sent  the  following 
circular  letter  to  all  sugar  beet  farmers,  dated  October 
22,  1917: 

One  of  the  most  vital  problems  confronting  the  nation  is  that  of 
procuring  sufficient  sugar  to  meet  the  requirements  of  our  people  and 
of  the  AUied  Nations  fighting  our  common  battle.  The  production 
of  cane  sugar  in  this  hemisphere  can  and  will  be  increased  to  a  Hmited 
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degree.  But  we  must  rely  upon  the  farmers  in  sugar  beet  producing 
sections  of  the  country  for  a  part  of  the  needed  supply.  I,  therefore, 
earnestly  appeal  to  every  farmer,  so  situated,  to  come  to  his  coun- 
try's aid  in  this  hour  of  need.  Without  the  co-operation  of  the 
American  beet  grower  our  task  will  be  very  difficult  and  our  ability 
to  respond  to  the  calls  to  be  made  upon  us  for  this  very  essential 
commodity  will  be  curtailed.  It  is  at  least  the  duty  of  every  beet 
grower  to  maintain  in  1918  his  normal  acreage  of  sugar  beets.  It  is 
his  privilege  to  increase  the  acreage  to  the  extent  that  a  well  balanced 
production  of  crops  will  permit,  and  in  this  manner  effectively 
demonstrate  his  patriotism.  —  Herbert  Hoover. 

It  developed,  however,  that  the  beet  farmers  in  the 
West  were  refusing  to  sign  the  customary  contracts  for 
acreage  with  the  beet  sugar  companies  because  they 
felt  themselves  unjustly  treated  with  regard  to  prices. 
Moreover,  their  costs  of  production  were  mounting 
rapidly,  competing  crops  were  becoming  more  profitable, 
and  there  was  a  feeling  that  with  a  price  restricted  by 
agreement  between  the  sugar  factories  and  the  govern- 
ment, the  raising  of  beets  would  become  progressively 
less  profitable  in  comparison  with  the  production  of 
other  food  commodities,  the  prices  for  which  were  not 
regulated  by  the  government.  Mr.  Hoover  thereupon 
appointed  local  commissions  in  the  principal  beet-grow- 
ing states  to  investigate  costs  of  production  and  he 
further  urged  the  beet  sugar  companies  to  abide  by  the 
decisions  of  these  commissions,  promising  these  com- 
panies that  if  they  would  do  so,  the  government  in  turn 
would  undertake,  in  so  far  as  it  was  able,  to  readjust 
prices  for  the  sugar  made  from  these  higher  cost  beets 
so  as  to  cover  the  increased  outlay  involved. 

These  commissions  summoned  witnesses  and  con- 
ducted exhaustive  examinations  in  the  various  states, 
later  submitting  reports  to  Mr.  Hoover.  The  steno- 
graphic reports  ^  of  the  California  hearings  alone  con- 

'  These  original  reports  are  in  the  files  of  the  Food  Administration.  Abstracts  of  the 
California  and  Colorado  reports  were  prepared  and  issued  in  the  form  of  mimeographed 
bulletins. 
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sisted  of  nine  thick  volumes  of  typewritten  matter,  the 
testimony  of  nearly  one  hundred  growers  of  sugar  beets 
from  the  various  sections  of  California  having  been  em- 
bodied. In  this  state,  the  hearings  began  at  Los  Angeles, 
California,  on  February  5,  1918,  and  ended  at  Stockton 
on  February  21,  1918.  This  commission  suggested  to 
Mr.  Hoover  ^  "  that  the  price  for  sugar  beets,  should  be 
on  a  basis  of  $8.25  per  ton  for  fifteen  per  cent  beets,  the 
price  to  increase  or  decrease  one-fifteenth  for  each  one 
per  cent  the  sugar  content  increased  or  decreased,  and 
the  price  also  to  increase  or  decrease  a  dollar  a  ton  for 
each  cent  the  price  of  sugar  increased  or  decreased  above 
or  below  seven  and  one-half  cents  per  pound." 

The  Colorado  Commission  began  its  investigations  at 
Longmont,  February  13,  1918  and  reported  to  Mr. 
Hoover  on  March  6,  1918.  The  following  extract  from 
the  report  gives  the  general  conclusions  of  the  Com- 
mission : 

Your  Commission  recommends  as  a  final  price  recommendation, 
a  minimum  of  $9.00  per  ton  on  a  sliding  scale  basis  which  will  offer 
$9.00  per  ton  for  sugar  beets  testing  over  12  and  under  14  per  cent, 
and  which  advances  the  price  at  the  proportionate  value  of  sugar  at 
the  minimum  price  when  the  analysis  shows  a  percentage  of  sugar 
above  this  fixed  minimum  at  the  rate  of  64  cents  for  each  one  per 
cent  or  32  cents  for  each  one-half  per  cent  above  that  minimum,  and 
which  shall  decrease  the  price  at  the  same  rate  below  that  fixed 
minimum  where  the  analysis  runs  under  12  per  cent. 

^  From  the  Report  of  the  Federal  Sugar  Beet  Commission  of  California  to  Mr. 
Hoover,  p.  8.  This  report  contains  much  valuable  information.  The  principal  points 
of  interest  brought  out  in  the  testimony  are  as  follows: 

1.  The  sugar  beet  crop  requires  considerably  more  labor,  care  and  attention  than 
most  other  annual  crops. 

2.  A  large  portion  of  the  labor,  particularly  the  thinning  and  topping  of  the  beets, 
cannot  be  done  by  the  farmer  or  his  family  even  on  small  acreages. 

3.  Soils  of  varying  grades  of  fertility  are  utilized  for  beet  culture  but  in  some  regions 
the  poorer  lands  are  utilized  and  these  lands  are  benefited  thereby. 

4.  In  1917  the  total  average  working  cost  per  acre  in  California  including  repairs 
and  depreciation  on  eqviipment,  amounted  to  $50.80.  Interest,  taxes,  supervision,  etc., 
averaged  about  $33.00  per  acre,  so  that  the  total  cost  was  about  $84.00  per  acre.  In 
Colorado  the  average  cost  was  about  $92.00  per  acre. 

5.  A  large  portion  of  the  land  generally  utilized  for  beet  growing  in  California  is  also 
devoted  to  growing  beans.  In  1917  large  profits  were  made  by  the  producers  of  beans 
altho  the  growing  of  beans  involved  much  less  care  and  risk  than  the  growing  of  beets. 
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We  do  not  consider  a  flat  rate  equitable,  altho  farmers  generally 
favor  the  flat  rate.  If  your  Administration  decides,  however,  that  a 
flat  rate  would  meet  the  extraordinary  circumstances  better  than  an 
equitable  shding  scale,  we  recommend  $10.00  as  the  figure  to  control 
that  flat  rate. 

The  Nebraska  Commission  was  appointed  March  5, 
1918  and  reported  to  Mr.  Hoover  on  April  6,  1918  as 
follows : 

The  cost  of  producing  sugar  beets  has  increased  very  rapidly,  but 
the  price  paid  for  beets  has  increased  less  than  has  the  price  paid  for 
hay  and  cereals.  To  meet  this  high  cost  and  stimulate  beet  produc- 
tion, your  Commission  recommends  that  the  growers  be  paid  SIO.OO 
per  ton  at  the  dump  for  beets,  except  in  those  areas  located  at  some 
distance  from  the  factory  where  the  cost  of  production  was  shown  to 
be  lower  than  the  average  cost,  where  we  recommend  a  price  not  less 
than  S9.50  per  ton. 

The  beet  sugar  factories  agreed  to  abide  by  the  deci- 
sions of  these  commissions  and  there  is  definite  evidence 
that  they  carried  out  their  promises.  The  Department 
of  Agriculture  reports  the  following  average  prices  paid 
farmers  for  beets  in  1918  in  the  various  states  as  com- 
pared with  other  years: 

Average  Price  Paid  for  Beets  per  Ton^ 


State  1918  1917  1916 

California    $9.95  S7.60  $6.30 

Colorado    10.02  7.28  6.06 

Idaho   10.00           .    7.06  6.16 

Michigan   10.08  8.04  6.14 

Nebraska   9.96  7.22 

Ohio   10.03  7.18  6.83 

Utah    10.01  7.04  5.73 

Wi.sconsin    10.00  8.81 

Others    9.86  7.28  6.18 

United  States   10.00  7.39  6.12 


The  percentage  of  increase  for  the  United  States  as  a 
whole,  in  the  price  paid  the  farmers  for  beets  in  1918,  as 
compared  with  1917,  was  thus  35.3  per  cent.  This  in- 
crease in  the  price  of  beets  was  of  course  reflected  in 

>  From  Crop  Reporter,  April,  1919,  p.  38  and  April,  1918,  p.  41. 
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higher  costs  for  the  beet  sugar  factories  and  the  outlay 
for  beets  represented  58.2  per  cent  of  the  total  cost 
of  sugar  production  in  the  years  1919  through  1914. 
Moreover,  the  cost  of  all  other  materials  used  in  sugar 
production  and  the  wages  of  labor  had  also  increased 
rapidly. 

The  Tariff  Commission  cooperated  actively  with  the 
Food  Administration  in  seeking  to  determine  as  far  as 
possible  the  actual  increase  in  costs.  The  results  of  the 
investigations  carried  on  at  that  time  have  been  in- 
corporated in  part  in  a  bulletin  pubhshed  recently  by 
the  Tariff  Commission.  In  this  bulletin  the  Commis- 
sion made  the  following  pertinent  comment  relative  to 
increasing  costs :  ^ 

There  has  been  a  substantial  advance  in  the  prices  of  all  the  prin- 
cipal items  entering  into  the  production  of  sugar.  Prices  were  higher 
for  the  season  1917-18  than  before  the  war  and  higher  for  the  season 
1918-19  than  for  1917-18.  The  greatest  percentage  advance  is 
shown  in  textiles,  231  per  cent  for  bags  and  256  per  cent  for  filter 
cloth.  Such  high  percentage  advances,  however,  add  less  to  the  cost 
of  sugar  than  items  such  as  labor,  which  show  a  lower  percentage 
advance  but  are  relatively  more  important.  A  rise  of  200  per  cent 
in  filter  cloth  would  add  about  $1.30  to  the  cost  of  a  ton  of  sugar  in 
1918-19  above  the  cost  of  1917-18,  while  an  increase  of  only  40  per 
cent  in  the  wages  of  factory  labor  alone  would  add  over  $3  and  if 
the  rise  extended  to  agricultural  labor,  as  manifested  by  the  increased 
cost  of  beets,  the  increased  cost  of  a  ton  of  sugar  would  be  over 
$12.2 

^  Costs  of  Production  in  the  Sugar  Industry,  Tariff  Information  Series,  No.  9,  p.  31. 

*  On  p.  31  of  the  pamphlet  referred  to  above  a  table  is  presented  showing  percent- 
age rates  of  increase  for  wages  and  prices  of  sundry  items  used  in  sugar  production. 
These  figures,  however,  represent  averages  for  ten  firms  only.  The  following  figures 
compiled  by  the  Statistical  Division  of  the  Food  Administration  show  the  average  per- 
centages of  increase  in  the  various  items  of  cost  for  all  the  firms  reporting  each  item: 


Number  Average  per  cent  Average  per  cent 

Item  reported           of  firms  of  increase,  1917  of  increase,  1918 

reporting  over  1916  over  1917 

Beets                               42  22.4  34.0 

Labor                              48  12.9  22.6 

Transportation                  20  .3  52.9 

Coal                                34  61.5  13.4 

Coke                                18  57.6  18.1 

Lime  or  limerock  . .          40  8.4  15.4 

Bags                                42  21.1  147.4 

Barrels                             15  12.2  71.4 

Filter  cloth                      13  31.3  184.1 
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On  the  basis  of  the  data  submitted  by  the  producers 
to  the  Tariff  Commission  and  the  Food  Administration 
it  was  possible  to  compute  the  probable  cost  of  produc- 
ing a  ton  of  sugar  for  the  campaign  of  1918-19  ^  for  each 
producer  and  it  was  possible  to  prepare  cost  line  curves 
showing  the  relative  importance  in  sugar  production  of 
the  low  and  high  cost  producers. 

Such  analysis  revealed  the  following  situation: 

1 .  A  price  of  1 1  ^  cents  per  pound  for  seaboard  refined 
sugar  would  have  been  essential  to  cover  all  producers 
and  yield  a  profit  of  a  cent  a  pound  to  the  high  cost 
producers. 

2.  Nine  cents  a  pound  would  have  been  essential  to 
cover  approximately  85  per  cent  of  the  production  and 
yield  a  profit  of  a  cent  a  pound  to  the  high  cost  pro- 
ducers of  the  group. 

3.  The  preceding  year's  price,  7.45  cents  a  pound, 
would  have  covered  but  30  per  cent  of  the  production 
yielding  a  profit  of  1  cent  per  pound  to  the  high  cost 
producer. 

It  was  therefore  necessary  that  a  price  of  at  least  9 
cents  a  pound  for  refined  sugar  be  agreed  upon  if  the 

>  The  following  table  (p.  32  of  Tariff  Information  Series,  No.  9,  Costs  of  Production 
in  the  Sugar  Industry)  shows  the  manner  in  which  this  computation  was  made. 


Cost  per  ton  Estimated  cost 

of  sugar  per  ton  of  sugar 

ItemB                    1917-18          Percentage  increase  in  1918-19 

averages  by  price,  rate,  or  averages  by 

 ■  ^  wage,  1918-19     .  '  > 

factories  tonnage  over  1917-18  factories  tonnage 

Beet*                               $80.04     $67.81  34.0  $107.25  $90.86 

Factory  labor                      12.04         7.86  22.6  14.76  9.64 

Coal                                     7.60         5.05  13.4  8.62  5.73 

Coke                                  1.02          .68  18.1  1.20  .80 

Lime  or  limerock                   1.97         1.73  15.4  2.27  2.00 

Bags                                  2.24         2.11  138.7  5.35  5.04 

Barrels                                 1..37         1.28  76.4  2.42  2.26 

Filter  cloth  G-1           .64  184.1  1.82  1.82 

Other  Bupplies                      3.95         2.89  16.2  4.59  3.36 

General  cxpf'nsos                    1.22         1.22  31.4  1.60  1.60 

Transportation                    4.73         6.39  52.9  7.23  9.77 


Total    110.82      97.66  ....  157.11  132.86 


The  6gurc8  in  the  above  table  show  the  tremendous  increase  which  was  anticipated 
in  the  cost  of  Bugar  production  for  the  campaign  of  1918-19  over  the  previous  cam- 
paign. 
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beet  sugar  production  was  to  be  maintained.  Even  at 
that  relatively  high  price  it  was  clear  that  many  fac- 
tories would  face  a  loss,  but,  on  the  other  hand,  it  was 
to  be  reasonably  expected  that  a  decreased  production 
from  this  source  would  be  counterbalanced  by  the  in- 
creased production  of  the  lower  cost  firms  owing  to  the 
stimulation  of  a  profitable  price. 

The  domestic  cane  sugar  producers  of  Louisiana  were 
in  much  the  same  situation.  Figures  submitted  to  the 
Tariff  Commission  and  the  Food  Administration  by 
the  Louisiana  producers  showed  the  following  situation 
there :  ^ 


Per  cent  of  total  production  of 


Cost 

—  cents  per  pound 

sugar  produced  under  each  cost 

(Value  of  molass 

es  deducted) 

Campaign  of 

Anticipated 

1917-18 

for  1918-19 

5 

cents  . 

11.7 

2.1 

5^ 

u 

14.1 

2.3 

6 

u 

34.6 

17.8 

6^ 

u 

61.2 

27.3 

7 

u 

86.4 

33.9 

7i 

u 

95.8 

47.8 

8 

u 

96.4 

53.8 

Sh 

u 

98.3 

74.9 

9 

u 

99.4 

91.1 

91 

u 

99.4 

95.2 

While  the  above  figures  show  the  cost  of  sugar  produc- 
tion to  be  rather  high  for  Louisiana,  it  must  be  remem- 
bered that  the  greatest  part  of  the  sugar  produced  in 
that  part  of  the  country  is  suitable  for  direct  consump- 
tion and  commands  a  price  almost  equal  to  that  of  the 
refiners^  standard  grade  of  granulated  sugar.  The  cost 
figures  above,  therefore,  are  more  comparable  with  the 
beet  sugar  producers'  costs,  rather  than  with  the  Ha- 
waiian or  Cuban  cane  producers'  figures. 

It  was  therefore  clear  from  the  figures  submitted  that 
a  large  proportion  of  the  Louisiana  sugar  industry  could 

1  These  figures  were  compiled  by  the  writer  from  two  sets  of  schedules  submitted  by 
the  Louisiana  producers,  one  set  having  been  submitted  to  the  Tariff  Commission,  the 
other  set  to  the  Statistical  Division  of  the  Food  Administration. 
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not  be  maintained  on  a  price  basis  of  less  than  10  cents 
per  pound  for  refined  sugar. ^ 

Investigation  made  by  the  Tariff  Commission  of  the 
Hawaiian  cost  situation  revealed  a  situation  generally 
similar  to  the  situation  obtaining  in  the  continental 
United  States. 

In  contrast,  however,  with  these  high  costs  in  the 
domestic  industry  was  the  condition  in  Cuba.  Here  too 
costs  were  mounting  but  they  were  not  as  high  in  the 
United  States.  The  mission  from  the  Republic  of  Cuba 
appointed  by  President  Menocal  to  negotiate  a  price 
for  the  1918-19  crop,  submitted  a  brief  to  the  Food 
Administration  relative  to  the  costs  of  production  and 
the  price  for  the  1918-19  crop,  in  which  it  was  stated  that 
the  average  cost  per  pound  of  sugar  in  1916-17  for  firms 
representing  a  production  of  946,146  short  tons  or  31.28 
per  cent  of  the  total  crop  of  that  year  was  3.355  cents, 
whereas  in  1917-18,  the  cost  per  pound  for  firms  repre- 
senting a  production  of  1,037,318  short  tons  or  30.1  per 
cent  of  the  total  crop  had  mounted  to  3.88  cents,  an 
increase  of  .525  cents  per  pound.  The  Mission  stated 
that  a  price  of  5.60  cents  f.  o.  b.  at  the  north  ports  of 
Cuba  and  5.55  cents  f.  o.  b.  at  the  south  ports  would  be 
required  to  sustain  and  to  stimulate  the  production  of 
sugar  for  the  1918-19  crop,  as  compared  with  the  4.60 
cents  at  the  north  ports  of  Cuba  and  4.55  cents  at  the 
south  ports  for  the  previous  crop.  The  Mission  thus 
apparently  anticipated  an  average  increase  of  about 
1  cent  per  pound  in  the  cost  of  sugar  production  in  Cuba 
for  1919  as  compared  with  1918. 

The  price  situation,  as  it  appeared  in  June,  1918,  may 
be  summarized  as  follows : 

'  That  is  to  say,  it  was  anticipated  that  about  10  per  cent  of  the  production  for 
1918-19  would  be  produced  at  a  cost  over  9  cents  per  pound.  A  basic  price  of  10  cents 
p^r  pound  would  thus  be  required  in  order  to  give  these  producers  a  profit  of  one  cent 
p«r  pound. 
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1.  Cuba,  which  normally  supplied  the  United  States 
with  49.8  per  cent  ^  of  the  total  annual  supply,  requested 
a  basic  price  for  raw  sugar  of  5.55  cents  per  hundred 
pounds  f.  o.  b.  Cuba.  This  price  was  considered  suffi- 
cient to  stimulate  production  in  Cuba. 

2.  The  domestic  beet  sugar  industry  which  supplied 
15.97  per  cent  ^  of  the  total  annual  consumption  of  the 
United  States  required  a  basic  price  of  at  least  9  cents 
per  pound  for  refined  sugar  to  maintain  production. 

3.  The  domestic  cane  industry  in  Louisiana,  which 
supplied  6.27  per  cent  ^  of  the  total  annual  consumption 
of  the  United  States  required  a  basic  price  for  refined 
sugar  of  about  10  cents  per  pound  to  maintain  the 
production. 

4.  The  Hawaiian  industry  which  supplied  13.66  per 
cent!  of  the  total  annual  consumption  required  about 
the  same  price  as  the  domestic  beet  industry. 

If  the  price  of  sugar  was  to  be  raised  only  sufficiently 
to  meet  the  needs  of  the  Cuban  producers,  the  resulting 
basic  wholesale  price  for  refined  sugar  at  seaboard  re- 
fining points  would  have  been  8.54  cents  per  pound. 
The  difference  between  8.54  cents  and  the  5.55  cents 
paid  to  the  Cubans  for  raw  sugar  would  have  been  made 
up  as  given  in  the  table  on  the  next  page. 

Between  the  above  price  of  $8.54  per  100  pounds  for 
the  refined  Cuban  sugar  at  seaboard  points  and  the  basic 
net  cash  price  of  $8.82  ^  desired  for  the  domestic  beet 
sugar  there  was  a  differential  of  28  cents  per  100  pounds. 
The  dilenuna  confronting  the  Food  Administration  was 
either  to  advance  the  price  of  sugar  in  the  United  States 
to  8.82  cents,2  thus  covering  the  needs  of  the  domestic 
industry,  but  giving  the  Cubans  28  cents  a  100  pounds 
more  than  they  had  asserted  was  essential  to  maintain 

1  Average  for  years  1911-12  through  1914-15,  compiled  from  figures  on  p,  446  of 
The  Cane  Sugar  Industry,  Miscellaneous  Series,  No,  53,  of  Department  of  Commerce. 

2  The  list  price  of  9.00  less  2  per  cent  for  cash. 
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Basic  price  for  96°  test  centrifugal  sugar  f.  o.  b.  Cuba 

per  100  lbs   S5.55 

Duty,  freight,  and  insurance    1.45 

Refiners'  existing  margin  (net  cash  basis)   1.30 

Probable  increase  in  refiners'  margin  essential  to  meet 

increased  cost  of  refining  ^    .15 

Plus  7  per  cent  of  increased  price  of  raws  ^  to  refiners  .09 

Basic  (net  cash)  wholesale  price  for  refined  sugar  per 

100  lbs   $8.54 


and  stimulate  the  Cuban  production,  or  disregarding  the 
previous  promise  to  the  domestic  industry  to  advance 
the  price  only  to  $8.54,  the  point  where  the  Cuban  pro- 
duction would  be  maintained. 

There  were  two  objections  to  the  first  plan  —  the 
fixing  of  a  price  of  8.82  cents: 

1.  It  would  have  involved  the  payment  to  Cuba  by 
the  people  of  the  United  States  of  about  $18,000,000 
more  than  was  essential  to  maintain  the  Cuban  produc- 
tion during  1919. 

2.  The  Allies,  particularly  the  United  Kingdom,  who 
wished  to  buy  about  one-third  of  the  Cuban  crop  to 
meet  their  needs,  as  they  had  done  in  the  previous  year, 
strongly  objected  to  making  this  unnecessary  payment 
to  Cuba. 

There  were,  on  the  other  hand,  several  objections  to 
the  second  plan  —  the  fixing  of  a  price  of  8.54  cents : 

1.  The  Food  Administration,  as  explained  above,  had 
assured  the  beet  sugar  producers  that  if  they  would 
abide  by  the  recommendations  of  the  various  state  com- 
missions relative  to  the  prices  to  be  paid  farmers  for 
beets,  the  Food  Administration  would  undertake,  so  far 

'  Not  only  wore  producers'  costs  mounting  but  refiners'  costs  as  well.  The  refiners 
had  complained  to  the  Food  Administration  early  in  the  year  that  the  increased  cost  of 
labor  and  aupplio.s  made  it  essential  that  the  margin  determined  upon  in  October,  1917 
be  changed.  Mr.  Hoover  thereupon  appointed  Mr.  Oscar  S.  Straus,  Chairman  of  the 
Public  Service  Commission  in  New  York,  to  investigate  the  claims  of  the  refiners.  An 
incrcaac  of  about  15  cents  per  hundred  pounds  seemed  essential  in  view  of  the  change 
in  conditions  since  October,  1917. 

*  Required  to  cover  the  7  per  cent  loss  of  sugar  in  the  melting  process. 
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as  it  was  able,  to  obtain  for  them  a  fair  price  for  the 
sugar  made  from  these  beets.  As  the  figures  indicated 
above  show  there  was  no  question  that  the  beet  sugar 
producers  had  done  as  requested  and  the  Food  Admin- 
istration in  turn  was  under  obHgations  to  maintain  its 
previous  promise. 

2.  The  lower  price  would  have  had  a  tendency  to  dis- 
courage the  domestic  sugar  production,  every  ton  of 
which  saved  an  equivalent  amount  of  shipping  tonnage. 
The  importance  of  the  domestic  industry  was  empha- 
sized in  June  by  the  sudden  appearance  on  the  Atlantic 
coast  of  German  submarines  which  sank  13,000  tons  of 
sugar  in  a  few  days. 

The  problem  might  have  been  solved  by  the  imposi- 
tion of  an  additional  import  duty  on  foreign  sugars  equal 
to  the  difference  of  28  cents  in  the  costs  of  production. 
To  this  policy  there  were  two  objections: 

1.  New  legislation  would  have  been  necessary  to 
effect  this  change  and  such  legislation  might  have  in- 
volved contention  and  delay  when  immediate  action 
was  essential. 

2.  There  was  a  possibility  of  bringing  sugar  to  the 
United  States  from  Java  in  the  Dutch  ships,  negotia- 
tions for  which  were  pending  in  June,  1918  and  this 
sugar,  in  view  of  the  high  cost  of  transportation  might 
have  been  excluded  by  such  an  additional  duty. 

The  one  practical  solution  was  the  creation  of  a  sugar 
commission,  such  as  Mr.  Hoover  had  suggested  to  the 
Senate  Committee  on  Agriculture  in  June,  1917,  which 
would  purchase  sugar  in  cooperation  with  the  Allies, 
who  already  had  similar  organizations.  Such  an  organ- 
ization could,  purchase  from  Cuba,  Java,  Peru,  or  from 
any  foreign  source  of  supply  at  any  price  that  was  desir- 
able with  a  view  to  better  economy  of  supplies  and 
shipping  for  all  the  Allies,  and  resell  to  the  American 
refiners  at  an  average  price. 
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(b)  Problems  Relating  to  Supply  and  Distribution 

A  careful  inventory  made  in  the  spring  of  1918  of  the 
available  supplies  for  the  United  States  for  the  seven 
months,  June-December,  1918,  revealed  the  strong 
probability  of  a  sugar  shortage.  It  was  of  course  difficult 
to  foretell  exactl}^  the  size  of  the  various  crops  at  that 
early  date.  Varying  weather  conditions  in  Cuba  be- 
tween June  and  August  could  easily  account  for  a  dif- 
ference of  some  200,000  to  300,000  tons  or  the  equivalent 
of  almost  a  month's  supply  for  the  United  States.  The 
estimates  for  the  crop  by  the  experts  varied  from  3,200,- 
000  long  tons  ^  to  3,589,429  long  tons,^  and  it  was  of 
course  advisable  to  use  as  a  basis  the  most  conservative 
figures.   The  situation  then  appeared  as  follows: 


(Quantities  in  short  tons,  OOO's  omitted) 

Stock  on  hand  June  1,  1918  298 

Raw  cane  (in  refiners'  hands)   163 

Beet  sugar    85 

Refined  cane  sugar  (in  refiners'  hands)   50 

298 

Expected  receipts  (June  1-Dec.  31,  1918)    1,981 

Cuban   954 

Hawaiian    338 

Porto  Rican    189 

Domestic  cane   150 

Domestic  beet   350 

1,981 

Total  stocks  and  receipts  (raw  and  refined)   2,279 

Total  stocks  and  receipts  (in  terms  of  refined)   2,150 

Requirements  for  U.  S.  consumption  in  terms  of  ref  ned 

sugar  on  normal  basis  (June  1-Dec.  31,  1918)   2,616 

Deficit  considering  U.  S.  consumption  only   466 

Deficit  considering  required  minimum  exports  to  Allies 

of  about  200,000  tons   656 


»  Willett  and  Gray's  estimate. 

«  Efltimat«  of  the  Cuban  statiflticiana  —  Messrs.  Guma  and  Mejer. 
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It  was  evident  then  that  the  margin  between  the 
available  sugar  supply  and  the  requirements  of  the 
United  States  both  for  consumption  and  export  to  the 
Allies,  for  the  year  1918,  would  be  a  narrow  one  at  best. 
This  situation  was  due  to  three  causes,  first,  the  efforts 
to  restrict  the  consumption  of  sugar  in  the  United  States 
by  appeal  to  the  public  for  voluntary  conservation  had 
not  been  sufficiently  fruitful;  secondly,  there  was  no 
reserve  supply  of  consequence  on  hand  in  the  United 
States,  either  in  refineries,  mills  or  warehouses,  or  in  the 
hands  of  wholesalers,  jobbers,  and  retailers;  thirdly,  the 
Allies  in  order  to  economize  shipping  were  becoming 
increasingly  dependent  on  the  western  hemisphere  for 
their  supplies.  It  will  be  of  importance  to  consider  each 
of  these  matters  more  in  detail. 

Difficulties  in  Restriction  of  Consumption.  The  prob- 
lem of  reducing  the  sugar  consumption  of  the  United 
States  was  an  extremely  difficult  one.  The  pre-war 
annual  per  capita  consumption  of  the  United  States  was 
about  83  pounds,  as  compared  with  42  pounds  for 
France  and  90  pounds  for  the  United  Kingdom.  The 
per  capita  consumption  of  the  United  Kingdom  in  1917 
had  been  reduced  to  about  52  pounds  while  France  was 
consuming  at  the  rate  of  35  pounds.  There  was,  there- 
fore, considerable  room  for  reduction  of  sugar  consump- 
tion in  the  United  States.  But  war  conditions  tended  to 
increased  consumption  in  the  United  States.  For  one 
result  of  the  war  had  been  the  increased  prosperity  and 
the  increased  purchasing  power  of  a  very  large  part  of 
the  consumers.  Sugar  is  normally  used,  unlike  many 
other  food  commodities,  as  a  constituent  in  many  other 
food  products  so  that  the  demand  for  sugar  multiplied 
in  all  directions.  Condensed  milk,  candy,  soft  drinks, 
canned  fruits  and  vegetables,  ice  cream,  flavoring 
extracts,  chewing  gum,  sweet  pickles,  catsup,  chili  sauce, 
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baked  goods  and  many  other  edible  products,  all  require 
sugar,  as  also  certain  non-edible  products  such  as  to- 
bacco, dental  preparations,  drugs,  explosives  and  glycer- 
ine. Products  such  as  condensed  inilk  were  exported  in 
large  quantities  to  the  Allies  and  the  sugar  so  used  was 
therefore  not  to  be  considered  as  consumed  by  the  people 
of  the  United  States,  but  the  effect  was  to  create  a 
larger  demand  for  sugar  in  this  country.  In  addition 
the  armed  forces  of  the  United  States  consumed  much 
more  sugar  per  capita  than  the  civihan  population. 
Considerable  amounts  were  shipped  for  the  Red  Cross, 
Y.  M.  C.  A.,  Knights  of  Columbus,  and  other  war 
organisations. 

The  Food  Administration  had  endeavored  in  accord- 
ance with  its  general  poUcy  of  voluntary  conservation 
in  the  first  and  second  periods  of  its  control  of  sugar  to 
combat  this  tendency  towards  increased  consumption 
through  appeals  to  the  patriotism  of  the  public  and  of 
the  dealers.  There  has  been  a  general  impression  both 
in  and  out  of  the  Food  Administration  that  these  appeals 
to  patriotism  did  not  result  in  any  saving.  The  figures 
available  demonstrated,  however,  that  a  saving  was 
affected.  Consumption  remained  at  the  pre-war  level 
when  a  large  increase  in  consumption  would  have  been 
anticipated. 

Conservation  through  patriotic  appeal  alone  was  not 
sufficient,  however,  particularly  in  view  of  the  probable 
continuance  of  the  war  for  another  year.  It  was  essen- 
tial to  create  some  restrictive  mechanism,  which  the 
Food  Administration  could  count  upon  as  being  defin- 
itively productive  of  results  whenever  quick  results  were 
desirable.  Any  card  rationing  scheme  such  as  existed  in 
Europe  involved  a  large  expense  for  printing  cards  for  a 
population  of  over  100,000,000  ^  and  a  still  greater 
expense  for  general  supervision  and  execution. 

'  It  wofl  estimated  that  the  printing  cost  alone  would  have  been  $100,000  a  month. 
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It  was  obvious  that  to  satisfactorily  solve  the  problem 
there  was  need  for  the  creation  of  such  a  corporation  as 
Mr.  Hoover  had  originally  suggested  which  could  under- 
take the  problem  of  sugar  distribution  and  control  and 
pay  the  expenses  of  such  undertaking  through  a  profit 
made  in  the  purchase  abroad  of  the  foreign  sugars  and 
the  resale  to  the  American  refiners. 

The  Reserve  Stocks.  The  sugar  supply  of  the  United 
States  at  any  one  time  consists  of  these  parts :  first,  the 
"  visible  "  stocks,  that  is  raw  and  refined  sugars  held  in 
mills,  factories,  refineries,  and  bonded  warehouses  in  the 
United  States;  second,  the  "  invisible "  supply,  or 
sugar  held  by  hotels  and  restaurants,  sugar-using  indus- 
tries, jobbers,  wholesalers  and  retailers;  third,  the 
sugar  available  from  the  current  seasonal  production  in 
the  various  sources  of  supply,  principally  Louisiana,  the 
beet  sugar  territory  of  the  United  States,  Cuba,  Hawaii, 
Porto  Rico,  and  the  Phihppines.  A  gradual  attenuation 
had  occurred  during  the  war  in  both  the  "  visible  and 
"  invisible  "  supplies  of  sugar  in  the  United  States.^ 

*  The  following  figures  (taken  from  Willett  and  Gray's  Weekly  Statistical  Sugar 
Journal,  vols.  36-41,  for  the  years  up  to  1918,  and  from  the  records  of  the  Inter- 
national Sugar  Committee  for  1918)  show  the  decline  in  refiners'  stocks  of  raw  sugars 
at  Atlantic  ports  refineries  during  the  war: 

Stocks  op  Raw  Sugar  at  Atlantic  Ports  Refineries  on  Ist  of 
Month 

(Long  Tons  Raws) 

Month        1912       1913        1914        1915  1916  1917  1918 

January         72,849     45,065     59,934     94,677  65,181  42,190  5,697 

April           186,569    184,115    157,573    116,137  92,006  274,284  27,071 

July             190,110    308,767    278,590    256,849  177,436  290,718  98,643 

October         89,958    155,293    260,343    131,637  94,747  56,028  29,039 

Beet  sugar  stocks  as  reported  by  the  Department  of  Agricultiu-e  (Food  Survey, 
vol.  ii,  Nos.  7  and  17)  on  July  1,  1918  were  73.6  per  cent  of  the  stocks  on  July  1,  1917; 
stocks  in  warehouses  on  July  1, 1918  were  but  30.5  per  cent  of  the  stocks  on  July  1, 1917; 
wholesalers'  stocks  were  but  71.6  per  cent,  retailers'  stocks  were  but  73.7  per  cent. 
Bakers'  stocks  were  92.9  per  cent  and  confectioners'  stocks  were  68.5  per  cent  of  the 
stocks  held  on  July  1,  1917.  Milk  condensers  and  manufacturers  of  preserves  had 
larger  stocks  on  July  1,  1918  than  on  July  1,  1917.  The  total  stocks  of  sugar  reported 
for  the  United  States  as  a  whole  on  July  1,  1918  were  but  67.3  per  cent  of  stocks  held 
on  July  1,  1917. 
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This  decline  was  due  to  a  combination  of  several  factors. 
First,  the  shipping  situation  for  the  United  States  had 
not  been  such  as  to  encourage  the  movement  of  more 
sugar  from  Cuba,  Hawaii,  and  Porto  Rico  than  was 
necessary  to  meet  current  needs.  Second,  the  stabiliza- 
tion of  prices  and  profits  for  all  the  branches  of  the  sugar 
industry  from  refiner  to  retailer  had  a  strong  tendency 
to  discourage  larger  holdings  than  was  essential  for  a 
hand  to  mouth  "  trade.  In  previous  years  the  specu- 
lative factor  had  induced  larger  holdings  of  sugar 
particularly  in  those  months  of  the  year  when  there  was 
heavy  sugar  production  in  all  the  sources  of  supply. 
During  the  war,  on  the  other  hand,  with  the  price  of 
sugar  stabihzed  and  with  the  prospect  of  equitable  dis- 
tribution of  the  available  sugar  supphes  by  government 
control  there  was  no  inducement  to  accumulate  stocks. 
Third,  there  was  a  general  world  shortage  of  supphes, 
particularly  for  AUied  and  neutral  countries,  and  this 
shortage  forced  reduced  surplus  holdings  in  all  importing 
countries. 

In  view  of  this  reduction  in  marginal  supplies  the 
Food  Administration  was  constantly  in  fear  of  a  sugar 
famine  if  there  should  be  any  interruption  in  the  con- 
tinuous flow  of  sugar  to  the  United  States  from  Cuba, 
Hawaii,  or  Porto  Rico.  Moreover  there  was  always  the 
possibility  of  labor  disturbances  in  the  sources  of  supply 
or  in  the  ports  of  the  United  States.  It  was  felt  that  it 
w^as  necessary  to  provide  the  United  States  with  a  re- 
serve supply  of  at  least  two  months  requirements  of 
sugar  or  about  600,000  tons.^  Such  an  undertaking, 
however,  required  large  financial  resources  and  could  not 
properly  be  managed  by  the  existing  agencies  in  the 
Food  Administration. 

*  The  Food  Administration  was  influenced  in  this  direction  by  the  example  of  the 
Britiah  Ministry  of  Food  which  had  accumulated  271,000  long  tons  of  sugar  on  June  1, 
1918  aa  against  only  30,000  tons  on  June  1,  1917  and  243,400  tona,  the  pre-war  average 
for  June  1. 
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The  Sugar  Position  of  the  Allies.  As  the  war  con- 
tinued the  Allies  turned  in  increasing  degree  to  the 
United  States  and  Cuba  for  supplies  of  sugar.  The 
following  figures  show  to  what  extent  this  was  true : 

Imports  into  the  United  Kingdom,  France,  and  Italy  from 
THE  United  States  and  Cuba 

(Quantities  in  short  tons) 

1913  1914  1915  1916  1917 

Imports  from  United  States 
(mostly  refined) 

To  United  Kingdom   141,602  211,346  187,803  42,534 

France   978  210,648  275,644  232,726 

Italy       32,830  20,962 

  142,580  421,994  496,277  296,222 

Imports  from  Cuba  (mostly 
raws) 

To  United  Kingdom                      251,134  293,290  402,915  619,992  789,032 

France                                       21,382       37,636  6,801  120,196  61,243 

Italy       6,285  3,823 

272,516     330,926     409,716     746,473  854,098 

Total  imports  from  United 
States  and  Cuba  —  into 
United     Kingdom,  France 

and  Italy   272,516     473,506     831,710  1,242,750  1,150,320 


While  the  production  of  sugar  in  Cuba  and  the  United 
States  had  increased  considerably  in  this  same  period 
there  had  been  a  simultaneous  increase  ^  in  consumption 
in  the  United  States  which  partially  neutralized  this 
gain  in  production. 

The  net  result  of  the  operation  of  the  several  factors 
noted  was  to  leave  a  smaller  margin  of  supplies  for  the 
United  States  for  domestic  use  in  1917  than  was  present 
in  1913.  But  in  1918  the  drain  from  the  Allies  was  to  be 
even  greater,  since  the  United  States  Food  Administra- 
tion acting  in  cooperation  with  the  Allied  governments 
had  purchased  in  December,  1917  the  entire  Cuban 
exportable  surplus  for  the  United  States  and  Allies,  a 
full  third  of  which,  or  approximately  1,150,000  short 

1  This  increase  in  production  amounted  to  about  1,049,000  short  tons  while  the  in- 
crease in  consumption  amounted  to  about  225,000  short  tons  of  refined  sugar.  The 
requirements  of  the  United  Kingdom,  France  and  Italy  from  the  United  States  and 
Cuba  increased  877,000  tons  in  this  period. 
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tons,  was  to  go  to  the  United  Kingdom,  France,  and 
Italy.  WTien  the  contract  was  made  in  December,  1917 
it  was  beheved  that  the  needs  of  the  AUies  would  be  met 
fully  by  this  allotment  together  with  other  minor  sources 
of  supply  which  they  could  tap.  The  great  effort,  how- 
ever, put  forth  by  the  United  States  and  the  Alhes  in 
1918  did  not  tolerate  any  waste  of  shipping  and  it  was 
found  in  June  that,  assuming  a  Cuban  exportable  sur- 
plus of  3,472,000  short  tons,  at  least  an  additional 
112,000  tons  of  refined  sugar  would  be  required  in  order 
to  maintain  the  meagre  rations  of  the  AUies  and  to  pre- 
vent their  recourse  to  distant  markets  such  as  Java. 

So  much  then  for  the  problems  facing  the  Food  Admin- 
istration in  connection  with  the  1918-19  crops.  Solution 
of  the  price  problems  was  required  inunediately  since 
beet  sugar  made  from  the  new  crops  was  about  to  enter 
the  market.  The  problems  relating  to  supply  and  dis- 
tribution were  even  more  pressing  since  a  severe  sugar 
shortage  was  threatening.  The  following  pages  discuss 
the  manner  in  which  these  tw^o  sets  of  problems  were 
met. 


III.  The  Solution  of  these  Problems  through 
THE  Formation  of  the  United  States 
Equalization  Board 

(a)  Formation  of  the  Board 

As  has  been  suggested  above,  the  problems  facing  the 
Food  Administration,  relative  to  both  prices  and  dis- 
tribution, were  capable  of  satisfactory  solution  only  by 
the  creation  of  government  sugar  corporation  for  which 
the  Grain  Corporation  supplied  a  precedent.  The  Food 
Administration  itself,  having  no  authority  under  the 
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Food  Control  Act  to  buy  sugar,  recourse  to  the  Presi- 
dent's war  emergency  powers  and  funds  was  necessary. 
The  corporation  was  created  by  authorization  from  the 
President  of  the  United  States  who  set  aside  $5,000,000 
for  the  purchase  of  the  capital  stock  of  the  corporation 
out  of  his  emergency  fund  of  $50,000,000,  provided  in 
the  "  Sundry  Civil  Act  "  of  July  1,  1918.  The  Board 
was  incorporated  July  11,  1918  in  the  state  of  Delaware 
and  the  first  meeting  of  the  Board  of  Directors  took 
place  on  July  18,  1918. 

On  July  11,  1918  the  Food  Administration  issued  the 
following  notice:  ^ 

The  President  has  approved  the  formation  of  a  sugar  equalization 
board  by  the  Food  Administration.  The  Board  is  to  be  composed  of : 
Herbert  Hoover,  chairman;  George  M.  Rolph,  president;  Directors: 
Professor  F.  W.  Taussig,  of  the  United  States  Tariff  Commission; 
Theodore  F.  Whitmarsh,  George  A.  Zabriskie  of  the  Food  Adminis- 
tration; Clarence  Woolley  of  the  War  Trade  Board;  WiUiam  A, 
Glasgow,  Jr.,  Chief  Counsel  of  the  Food  Administration.  The 
office  of  the  Board  will  be  in  Washington. 

The  purposes  of  the  Board  are  to  equalize  the  cost  of  various 
sugars  and  secure  the  better  distribution.  The  arrangements  will 
facihtate  joint  dealing  with  the  AlHes  in  foreign  sugars  and  the  ad- 
justments of  differentials  in  overseas  freight  rates.  Under  certain 
circumstances,  it  may  be  advisable  to  acquire  the  production  of 
some  beet  sugar  factories  that  cannot  under  the  present  price  of 
beets  be  sold  to  the  pubhc  at  a  reasonable  price.  The  Board  will 
take  charge  of  the  distribution  plan  initiated  on  July  1,  and  will  con- 
duct this  plan  at  the  expense  of  the  Board.  The  Board  will  be 
incorporated  to  the  extent  of  $5,000,000  of  capital  which  will  be  sup- 
plied by  the  President  from  his  special  funds,  in  order  to  enable  it  to 
deal  with  facility  in  foreign  sugars  and  otherwise  and  the  whole 
stock  will  be  held  by  the  President  for  the  United  States  Govern- 
ment. The  object  is  to  absorb  the  high  peaks  of  cost  in  sugar  produc- 
tion and  to  make  a  small  margin  on  the  low  cost  of  certain  foreign 
sugars  which  may  be  purchased  and  thus  secure  an  equaUzation  of 
the  price  to  the  pubUc  on  a  lower  level  than  will  otherwise  be  possible. 
The  arrangements  will  further  secure  an  even  distribution  of  the 
sugar  throughout  the  United  States.  It  is  expected  that  any  profit 
will  be  equaHzed  to  the  consumer  over  the  year's  operations. 


1  News  Release,  No.  1061. 
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With  the  formation  of  the  Sugar  EquaHzation  Board, 
the  sugar  problem,  as  such,  ^yas  practically  solved,  at 
least  from  the  viewpoint  of  the  Food  Administration, 
since  there  had  been  created  a  responsible  body,  the 
function  of  which  was  the  determination  of  general 
pohcies  in  relation  to  the  various  problems  which  might 
arise.  Moreover,  with  the  capital  stock  of  $5,000,000 
suppUed  by  the  President  as  a  basis  for  financial  opera- 
tions, with  the  further  possibility  of  obtaining  a  margin 
of  profit  on  the  import  of  foreign  sugars  throughout  the 
crop  year,  the  corporation  could  relieve  the  Food  Ad- 
ministration of  the  large  expense  involved  in  the  proper 
control  of  an  equitable  distribution. 


(b)  The  Solution  of  the  Price  Problem 

The  directors  of  the  Sugar  EquaHzation  Board  began 
action  looking  towards  an  agreement  on  the  price  of 
sugar  for  1919  by  hearing  the  representatives  of  the 
various  sugar  producers.  The  Cuban  Mission  appeared 
before  the  directors  of  the  Board  on  August  9  and 
maintained  their  position  as  previously  presented  to 
the  Food  Administration  that  a  price  of  $5.60  per  100 
pounds  was  essential  in  order  to  yield  a  fair  profit  to  the 
Cuban  producer.  The  majority  opinion  of  the  directors 
of  the  Board  was  that  $5.25  per  100  pounds  would  be 
sufficient.  No  agreement  was  possible  on  this  basis, 
and  the  Cuban  Mission  was  asked  to  report  to  the 
Cuban  government  for  further  instructions.  On  the 
same  day  there  appeared  the  representatives  of  the  beet 
sugar  manufacturers  who  presented  figures  of  costs  and 
requested  a  price  for  refined  sugar  at  seaboard  points  of 
not  less  than  9  cents  per  pound.  On  the  following  day 
the  representatives  of  the  Hawaiian  producers  came 
before  the  Board,  submitting  cost  figures  and  urging 
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that  the  price  of  their  raw  sugar  be  fixed  at  not  less  than 
7  cents  per  pound,  but  recommending  that  the  price  be 
fixed  at  7  J  cents.  On  August  16,  the  directors  heard  the 
Louisiana  producers  who  urged  that  the  price  of  raw 
sugar  be  fixed  at  not  less  than  8  cents  per  pound. ^ 

These  hearings  only  served  to  emphasize  what  had 
already  been  made  clear  by  the  cost  investigations  made 
by  the  Food  Administration  and  the  Tariff  Commission. 
The  Cuban  price  of  5.60  cents  per  pound  f.  o.  b.  Cuban 
ports  reflected  a  basic  price  for  raw  sugar  of  only  7.05 
cents  per  100  pounds  at  seaboard  refining  points  after 
freight,  insurance  and  duty  were  added.  The  resulting 
basic  price  for  granulated  sugar,  after  adding  the  refin- 
ing margin  of  1.54  cents,^  would  have  been  8.59  cents. 
The  price  of  7.05  cents  for  raw  sugars  might  have  been 
satisfactory  to  the  Hawaiians  who  had  asked  for  a 
minimum  price  of  7  cents  per  pound,  altho  they  had 
urged  a  price  of  7.50  cents  to  maintain  production,  but 
would  not  have  been  satisfactory  to  the  Louisiana 
producers  who  had  requested  a  price  of  8  cents  per 
pound  for  their  raw  sugar.  The  price  for  refined  sugar 
of  8.59  cents  would  have  been  unsatisfactory  to  the  beet 
sugar  producers  who  had  asked  for  8.82  cents.^ 

After  some  further  negotiations  with  the  Cuban  Mis- 
sion an  agreement  was  reached.  The  contract  was 
closed  on  September  13,  1918,  the  price  being  $5.50  per 
100  pounds  f.  o.  b.  Cuban  ports.  The  Food  Adminis- 
tration announced  that  the  purchase  had  been  made  on 
behaK  of  the  American,  EngHsh,  French,  and  ItaHan 
governments,  a  departure  from  the  preceding  yearns 
contract  when  the  purchase  was  made  jointly  by  the 

1  The  Porto  Ricans  did  not  send  representatives  to  Washington  since  they  felt  that 
any  price  basis  established  which  would  be  suitable  for  the  beet  sugar  or  Hawaiian 
industry  would  be  suitable  also  for  the  Porto  Rican  industry. 

2  Net  cash  basis. 

3  Ibid. 
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United  States  and  Allies  acting  through  the  Inter- 
national Sugar  Committee. 

While  the  negotiations  were  being  conducted  with 
the  Cubans,  the  question  of  the  refiners'  margin  was  also 
being  taken  up.  The  report  of  Mr.  Oscar  Straus,  who 
had  been  appointed  by  Mr.  Hoover  earher  in  the  year 
to  investigate  the  cost  of  refining,  was  submitted  to 
the  Board  as  a  basis  for  a  decision.  Mr.  Straus  had 
reported  as  follows: 

1.  That  the  $1.30  margin  in  existence  from  January  1 
to  July  1,  1918  gave  a  fair  and  adequate  profit. 

2.  That  "  if  conditions  should  remain  the  same  for 
the  remainder  of  the  year  no  additional  margin  would  be 
justified,  but  that  the  possibihties  of  lack  of  raw  sugar, 
increase  of  wages,  and  in  cost  of  materials,  fuel,  and 
containers  would  have  a  bearing  on  the  proper  decision.'' 

3.  That  since  he  could  not  decide  upon  the  proba- 
bility of  these  contingencies  he  referred  the  settlement 
of  this  matter  to  the  Food  Administration.''  ^ 

The  Board  examined  the  figures  submitted  of  increas- 
ing costs  of  labor  and  materials  and  of  the  probable 
amount  of  raw  sugar  available  for  melting  in  the  period 
August  1,  1918-December  31,  1918.  It  was  estimated 
that  the  amount  of  raw  sugar  available  for  refining  for 
this  period  would  be  813,676  long  tons,  an  average  of 
162,735  long  tons  per  month,  as  against  a  total  of  2,138,- 
954  tons  or  an  average  of  305,565  long  tons  per  month 
for  the  period  January  1-August  1,  1918.  As  matters 
actually  developed,  the  amount  refined  in  the  period  was 
947,128  tons  which  was  133,452  tons  above  the  esti- 
mate 2  but  still  much  below  the  average  of  the  first  seven 
months  of  the  year.  The  Board  decided  that  an  increase 

>  News  Rdpaee,  No.  1151,  August  25,  1918. 

*  This  inrrcaac  over  the  estimate  is  accounted  for  by  the  final  outturn  of  the  Cuban 
crop,  which  woa  3,444,005  long  tons  against  Willett  and  Gray's  estimate  of  3,200,000 
long  tons. 
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in  margin  was  justified  and  on  August  25th,  the  Food 
Administration  announced  that,  dating  retroactively 
from  August  1st,  the  new  margin  would  be  $1.45  per 
100  pounds. 

With  the  price  for  new  Cuban  crop  sugars  and  the 
refiners'  margin  decided  upon,  a  minimum  basic  price 
for  sugar  was  thus  established,  since  the  new  Cuban 
price  with  duty,  freight,  and  insurance  added  plus  the 
new  refiners'  margin  would  net  a  price  for  refined  sugar 
at  seaboard  points  of  8.49  cents.  This  price  would,  of 
course,  have  been  unsatisfactory  to  the  domestic  pro- 
ducers, beet  and  cane,  since  this  price  was  33  cents  per 
100  pounds  below  the  price  requested  by  the  beet 
sugar  producers,  and  $1.05  per  100  pounds  below 
the  price  requested  by  the  cane  producers.  More- 
over, on  the  8.49  basis  there  would  have  been  no 
differential  accruing  to  the  Board  for  financing  the 
distribution  of  sugar. 

Accordingly  the  Board  decided  to  adopt  a  basis  of 
9  cents  for  refined  sugar  for  the  whole  country  (8.82  net 
cash);  the  differential  of  33  cents  per  100  pounds  on 
foreign  sugars  to  be  turned  over  to  the  treasury  of  the 
EquaHzation  Board.  The  whole  plan  was  then  as 
follows : 


Basic  price  for  refined  sugar,  cane  and  beet,  9 

cents  per  pound   8.82  cents  net  cash 

Refiners'  margin    1.54 

Basic  price  for  all  raw  sugars,  paid  to  the  Board 

by  refiners   7.28 

Margin  to  the  Board   33  i 

Cost  of  raw  sugar  to  the  Board    6.95 

Freight,  insurance,  and  duty   1.45 

Basic  price  of  Cuban  sugars  f .  o.  b.  Cuba  ....  5.50 


1  As  it  actually  turned  out  in  1919,  the  margin  was  increased  to  38  cents  owing  to 
the  eUmination  of  the  war  risk  insurance  of  5  cents  per  hundred  pounds. 
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It  is  of  interest  to  compare,  as  in  the  following  table, 
the  various  prices  actually  obtained  by  the  producers  in 
the  different  sources  of  supply  with  the  prices  they  had 
originally  requested  and  with  the  prices  in  effect  the 
preceding  year: 


Source  of  supply 

Per  cent  of 
total  pre-war 

consumption 

of  U.  S. 
supplied  by 
each  30urce 

of  supply 

Basic 
prices 
requested 
(in  cents 
per  pound) 

Basic 
prices 
actually 
obtained 
(in  cents 
per  pound) 

Basic 
prices 
in  effect 
preceding 

year 
(in  cents 
per  pound) 

Cuba  (raw  sugar)  

49.8 

5.55 

5.50 

4.55 

Hawaii  (raw  sugar)   

13.66 

7-7.5 

7.28 

6.005  1 

Porto  Rico  (raw  sugar)  .  .  . 

8.01 

7-7.52 

7.28 

6.005 1 

Louisiana  (raw  sugar)  .... 

6.27 

8 

7.28 

6.35 

United  States  beet  (refined 

sugar)  

15.97 

9 

9 

7.30 

The  only  remaining  problem  was  to  find  a  suitable 
date  for  putting  the  new  scheme  into  operation.  Since 
the  new  crop  of  Cuban  sugars  would  not  be  available 
till  December  there  was  sufficient  time  to  w^ork  out  all 
details  of  the  agreement  with  the  Cubans.  But  the  new 
beet  sugar  was  already  available  in  the  West  and  it  was 
essential,  particularly  in  view  of  the  scant  supphes  in  the 
country,  to  make  an  agreement  with  the  beet  sugar 
producers  in  order  that  the  1918-19  crop  might  be  freely 
available  for  distribution.  Obviously,  until  this  agree- 
ment was  reached  and  the  new  price  basis  established, 
beet  sugar  producers  could  not  ship  their  sugars.  To 
put  the  new  price  into  operation  immediately  involved 
having  the  "  new  domestic  crop  at  the  new  price  and  the 
old  foreign  crop  at  the  old  price  in  the  market  at  the 

*  Thifl  price  waa  increased  to  6.0.55  on  June  24,  1918  owing  to  the  increased  cost  of 
war  riflk  insurance. 

»  No  special  price  waa  rc(|uc8tcd  but  it  was  generally  understood  that  the  Porto 
Rican  producers  were  well  satisBcd  with  the  price  requested  by  the  Hawaiians. 
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same  time."  ^  To  avoid  this  the  Board  decided  to  pur- 
chase all  sugars  in  the  refineries  and  cane  and  beet  sugar 
mills  of  the  United  States,  including  all  sugars  in  process 
or  in  transit,  at  the  old  price  of  6.055  cents  per  pound  for 
raw  sugar  and  7.35  cents  for  refined  sugar  and  imme- 
diately to  resell  these  sugars  to  the  holders  at  the  new 
price  of  7.28  cents  for  raw  sugars  and  8.82  cents  for 
refined  sugars.  The  refiners  were  to  be  allowed  the  in- 
creased margin  of  15  cents  on  all  sugars  delivered  and 
invoiced  from  August  1st  to  the  date  when  the  new  price 
was  to  go  in  effect.  Through  this  device,  the  profit 
which  would  otherwise  have  been  made  by  the  refiners 
and  beet  sugar  producers  through  purchase  at  the  old 
price  and  sale  on  the  basis  of  the  new  price,  was  to  be 
absorbed  by  the  Sugar  Equahzation  Board.  The  date 
of  this  change  was  to  be  announced  at  a  future  date. 
On  September  6,  1918,  the  Food  Administration  an- 
nounced that  the  change  would  become  effective  on 
Monday  morning,  September  9.  Wholesalers  and  re- 
tailers were  warned  not  to  average  their  prices  but  to 
sell  upon  the  old  basis  until  their  stocks  of  the  lower 
priced  sugars  were  exhausted.  From  September  9  till 
the  end  of  the  year,  the  refiners  purchased  all  their 
sugars  from  the  Sugar  Equalization  Board  at  a  price 
of  7.28  cents  per  pound.  The  Board  absorbed  the 
differential  of  1.225  cents  per  pound  between  this  price 
and  the  6.055  cents  per  pound,  the  duty  paid  price  for 
raw  sugars  of  the  1917-18  crop. 

As  a  result  of  these  various  activities,  the  Board  drew 
revenue  from  three  general  sources: 

1.  It  obtained  a  differential  between  the  old  and  new 
price  on  the  refiners'  and  beet  sugar  manufacturers' 
inventory  of  raw  and  refined  sugar  of  September  9, 
1918. 

1  News  Release,  No.  1151,  August  25,  1918. 
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2.  It  obtained  a  differential  between  the  old  and  new 
price  on  all  arrivals  of  old  crop  cane  sugars  after  Septem- 
ber 9,  1918. 

3.  It  obtained  a  differential  of  38  cents  ^  on  all  new 
crop  foreign  sugars  (which  began  to  arrive  in  December, 
1918)  between  the  duty  paid  price  of  $6.90  per  100 
pounds  for  Cuban  raws  and  the  price  to  refiners  of 
$7.28. 

The  revenue  account  of  the  Board  on  October  15, 
1918  was  as  follows:  ^ 

United  States  Sugar  Equalization  Board,  Inc.,  Revenue 

Account 

(from  July  1  to  October  15,  1918) 

By  cane  sugar  sales   $35,611,235.00 

By  beet  sugar  sales   3,095,011.66 

Less  $38,706,246.66 

Cane  sugar  purchases   $30,471,995.79 

Refunds  on  shipments   to  Allies 

under  old  contract   626,947.66 

Beet  sugar  purchases   2,579,176.37  33,678,119.82 

$5,028,126.84 

By  bank  interest  received   18,536.84 

$5,046,663.68 

To  salaries  —  general  office   $5,302.07 

To  salaries  —  federal  food  boards. .  219,616.70 

To  office  —  general  office   3,042.03 

To  office  expenses  —  federal  food 

boards    95,543.13  322,503.93 

Net  income  transferred  to  balance 
sheet   $4,724,159.75 

•  See  footnote,  p.  698  for  explanation  of  change  from  33  cents  to  38  cents. 
'  From  the  official  statement  of  the  United  States  Food  Administration,  November 
1,  1918,  No.  6,  p.  18. 
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(c)  The  Agreements  with  the  Producers  and  Refiners 

Once  having  disposed  of  the  price  problem  the  road 
was  cleared  for  the  execution  of  agreements  with  the 
various  producers.  The  agreement  entered  into  on 
October  24,  1918  between  the  Sugar  Equalization 
Board,  the  Cuban  Conmiission,  and  the  agents  of  the 
Cuban  producers  contained  the  following  provisions : 

1.  Sugars  were  to  be  purchased  for  shipment  to  the 
United  States  at  the  price  of  5.88  cents  ^  per  pound 
"  cost  and  freight, to  New  York  or  Philadelphia. 

2.  Sugars  were  to  be  purchased  for  shipment  to  the 
United  Kingdom,  France,  and  Italy  at  a  price  of  5.50 
cents  per  pound  f .  o.  b.  northern  ports  or  5.45  cents  per 
pound  f.  o.  b.  southern  ports. 

3.  Shipments  of  sugar  were  to  be  made  immediately 
after  the  beginning  of  the  crop,  not  less  than  2  per  cent 
of  the  amount  to  be  shipped  on  December,  1918  and  the 
remainder  in  approximately  equal  monthly  shipments 
from  January  to  November,  1919. 

4.  Provisions  were  made  in  the  agreement  for  broker- 
age, marine  insurance,  lighterage  and  so  forth. 

On  September  18,  1918  an  agreement  with  each 
individual  beet  sugar  producer  was  entered  into  by 
Mr.  Herbert  Hoover,  the  United  States  Food  Admin- 
istrator, as  had  been  done  in  the  previous  year.  The 
main  provisions  of  these  uniform  agreements  were  as 
follows : 

1.  A  central  "  Sugar  Distributing  Committee  was 
created  to  "  direct  the  distribution  of  the  beet  sugar  crop 
in  the  most  economical  and  efficient  method  consistent 

1  This  price  was  based  on  the  freight  of  .38  J  cents  per  100  pounds  from  north  side 
ports,  west  of  and  including  Caibarien,  to  New  York  or  Philadelphia,  The  differentials 
between  this  freight  rate  and  the  rate  to  Boston  or  southern  ports  were  to  be  added 
to  or  subtracted  from  the  basic  price  of  5.88  cents. 
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with  an  equitable  distribution  of  sugar  where  needed 
throughout  the  United  States."  ^ 

2.  Every  producer  agreed  to  abide  by  the  rules  and 
directions  of  the  Sugar  Distributing  Committee  and  to 
sell  at  a  price  not  to  exceed  the  basic  maximum  price  of 
9  cents  per  pound  at  seaboard  refining  points. 

3.  The  Sugar  Distributing  Committee  was  em- 
powered to  make  a  final  settlement  to  individual  pro- 
ducers at  the  close  of  the  crop,  based  on  the  average 
net  proceeds  per  pound  of  sugar  resulting  from  the  sale 
of  all  sugars"  ^  of  the  1918-19  crop. 

An  agreement  of  the  same  character  as  that  with  the 
beet  producers  was  entered  into  by  the  Food  Admin- 
istrator and  the  Louisiana  cane  sugar  producers.  A 
committee  called  the  Louisiana  Sugar  Committee  was 
created  to  direct  the  distribution  of  Louisiana  sugar, 
under  the  supervision  of  the  Food  Administration.  The 
basic  price  for  raw  sugar  at  customary  Louisiana  refin- 
ing points  was  not  to  be  greater  than  the  price  which 
may  be  found  to  be  just  and  fair  by  the  United  States 
Food  Administrator  and  not  less  than  the  price  of  duty 
paid  96  degree  Cuban  raw  sugar  delivered  at  such  re- 
fining points."  3  The  minimum  basic  price  for  Louisiana 
raws  was  thus  estabhshed  at  7.28  cents  per  pound.  The 
basic  price  for  Louisiana  refined  sugar  was  to  be  the 
price  determined  by  the  Food  Administrator  under 
provisions  of  his  uniform  contracts  with  the  sugar 
refiners  of  the  United  States,  dated  October  1,  1917."  ^ 
For  the  Louisiana  crop  of  1918-19  this  arrangement 
meant  a  basic  net  cash  price  of  8.82  cents  per  pound. 

>  Agreement  with  the  United  States  Food  Administration  as  to  Sale  and  Distribution 
of  Beet  Sugar  Crop.  1918-19,  p.  6. 

>  Ibid.,  p.  5. 

»  Agreement  with  the  United  States  Food  Administration  as  to  Louisiana  Sugars, 
p.  5. 

•  Ibid.,  p.  3. 
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Price  differentials  were  established  in  the  agreement  for 
the  many  different  grades  of  so-called  direct  con- 
sumption   sugars  manufactured  in  Louisiana. 

An  agreement  ^  dated  October  24,  1918  was  entered 
into  between  the  Equalization  Board,  the  refiners  of  the 
United  States,  and  the  Food  Administrator,  the  chief 
provisions  of  which  were  as  follows: 

1.  The  refiners  agreed  not  to  purchase  any  sugar 
for  delivery  during  1919,  except  from  the  Equahzation 
Board.2 

2.  The  allocation  of  sugar  to  the  different  refineries 
was  to  be  based  on  a  percentage  scale  which  was  incor- 
porated in  the  agreement. 

3.  An  American  Refiners'  Committee  "  was  created 
to  direct  the  distribution  to  the  refineries  of  the  sugar 
obtained  by  the  Equalization  Board. 

4.  The  refiners  agreed  to  sell  all  their  refined  sugar  at 
a  price  not  to  exceed  1.54  cents  per  pound  above  the 
price  paid  for  raw  sugar  to  the  Equalization  Board. 

5.  The  Equalization  Board  agreed  to  supply  the  re- 
finers with  their  requirements  of  raw  sugar  for  1919  at  a 
price  of  7.28  cents  a  pound. 

6.  In  event  of  a  decrease  in  the  price  of  sugar  in  1919 
the  Board  agreed  to  pay  the  refiners  the  amount  of  their 
loss;  in  the  event  of  an  increase  in  the  price  of  sugar,  the 
refiners  agreed  to  pay  the  Board  the  amount  of  their 
gain. 

1  The  Federal  Sugar  Refining  Co.  felt  that  this  contract  with  the  refiners  might  con- 
stitute a  violation  of  the  Sherman  Anti-Trust  Act.  The  Food  Administration  therefore 
requested  the  opinion  of  the  Attorney-General  who,  in  a  statement  issued  January  9, 
1918,  upheld  the  legality  of  the  contract. 

2  Except  such  sugars  of  the  1917-18  crop  as  were  provided  for  under  the  agreement 
of  the  previous  year  and  Hawaiian  sugars  contracted  for  by  some  of  the  eastern  re- 
fineries. 
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(d)  Solution  of  the  Problems  Relating  to  Supply  and 
Distribution 

The  Food  Administration  began  activities  aiming  at 
an  effective  control  of  distribution  in  the  spring  at  1918. 
On  ^lay  4,  it  announced  ^  that  all  manufacturers  using 
sugar,  with  the  exception  of  those  making  essential  food 
products,^  were  to  be  restricted  to  80  per  cent  of  the  pre- 
ceding year's  requirements.  Manufacturers  who  began 
business  or  enlarged  their  capacity  after  April  1,  1918, 
also  all  manufacturers  of  non-edible  products  with  cer- 
tain exceptions,^  were  to  receive  no  allowances  of  sugar. 
The  restrictions  were  to  be  made  effective  through  the 
use  of  a  certificate  system  controlled  by  the  federal 
Food  Administrators  of  each  state  who  were  to  issue 
certificates  to  all  manufacturers  upon  receipt  of  sworn 
statement  as  to  requirements.  No  sugar  manufacturer 
or  distributor  was  to  deliver  sugar  to  any  one  without 
first  receiving  certificates.  All  these  regulations  were  to 
apply  to  the  period  from  May  15  to  July  1.  On  June  1, 
1918,  the  Food  Administration  announced  ^  "  that 
manufacturers  who  now  have  on  hand  sugar  that,  when 
added  to  the  amount  already  used  this  year,  will  bring 
their  quotas  above  80  per  cent  of  the  amount  used  from 
January  to  July,  1917,  must  turn  over  the  excess  to  their 
administrators  at  once,  or  be  prosecuted  as  hoarders." 

The  second  step  in  the  process  of  obtaining  control 
over  sugar  consumption  was  the  division  of  all  users  of 
sugar  into  five  classes,  denoted  as  A,  B,  C,  D,  and  E. 
Class  A  comprised  all  non-essential  industries.  These 

»  News  Release,  No.  916. 

*  Included  under  this  head  were  commercial  fruit  preservers  and  packers  of  vege- 
tables, milk  condcnsarins.  jam  manufacturers,  and  ice  cream  manufacturers  (to  encour- 
age maintenance  of  milk  prtxluction). 

•  These  exceptions  were  manufacturers  of  tobacco,  explosives  and  drugs. 
«  News  Release,  No.  985. 
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were  to  be  restricted  for  the  period  July  1-September  30 
to  50  per  cent  of  their  consumption  in  the  corresponding 
months  of  1917.^  Class  B  included  all  the  industries 
using  sugar  for  preserving  and  canning  fruits  and  vege- 
tableS;  that  is,  the  essential  food  industries.  These 
were  to  be  allowed  their  full  needs.  Class  C  included  all 
pubhc  eating  places  regularly  serving  25  persons  or 
more.  These  were  to  be  allowed  3  pounds  of  sugar  for 
every  90  meals  served  in  the  third  quarter  of  19 17.^ 
Class  D  included  all  manufacturers  of  baked  goods,  who 
were  to  receive  70  per  cent  of  the  1917  consumption. 
Finally,  Class  E  included  retailers  and  all  dealers  selling 
sugar  for  direct  consumption,  who  were  to  be  allotted 
their  requirements  based  on  3  pounds  per  customer 
per  month.  This  plan,  directed  from  Washington,  was 
put  into  operation  by  the  state  Food  Administrators 
through  the  use  of  certificates.  The  retail  grocer  and 
the  other  classes  of  businesses  described  above  received 
from  their  state  Food  Administrators  Sugar  Distri- 
bution Certificates  of  different  quantitative  denomina- 
tions covering  their  sales  of  sugar  to  different  types  of 
customers.  These  certificates  passed  from  retailer  to 
wholesaler  and  from  wholesaler  to  refiner  or  beet  sugar 
manufacturer,  unless,  of  course,  the  retailer  bought 
directly  from  the  refiner  or  manufacturer  of  sugar.  The 
refiner  or  manufacturer  then  returned  these  certificates 
to  the  state  Food  Administrators  who  had  issued  them. 

The  whole  plan  thus  involved  the  creation  of  a  clerical 
staff  in  each  state  to  attend  to  the  issue  and  cancellation 
of  certificates  and  a  considerable  expense  was  thus  im- 
posed upon  the  offices  of  the  state  Food  Administrators. 
This  expense  was  assumed  by  the  United  States  Sugar 

1  Manufacturers  of  milk  chocolate,  however,  could  use  75  per  cent  of  the  amount  of 
sugar  used  diuring  the  third  quarter  of  1917  for  condensed  milk. 

2  The  month  of  June,  1918  could  be  used  as  a  basis  instead  of  the  third  quarter  off 
1917. 
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Equalization  Board  when  it  undertook  the  control  of 
the  entire  plan  shortly  after  its  incorporation.  One  of 
the  directors  of  the  Board,  Mr.  George  A.  Zabriskie,^ 
had  already  been  appointed  to  take  charge  of  the  whole- 
sale and  retail  sugar  distribution  for  the  United  States 
and  the  Board  assumed  financial  control  as  well. 

The  whole  scheme  under  the  Board's  jurisdiction 
worked  out  about  as  follows : 

1.  The  President  of  the  Board  constantly  communi- 
cated with  the  Cuban  Producers'  Committee  and  with 
the  Allies  through  the  offices  of  the  International  Sugar 
Conmiittee  ^  and  determined  the  amount  of  the  Cuban 
1917-18  crop  available  for  distribution  to  the  United 
States  after  the  Allied  requirements  had  been  met. 
From  the  Statistical  Departments  of  both  the  Inter- 
national Sugar  Committee  and  the  United  States  Food 
Administration  and  from  representatives  in  each  local- 
ity, he  received  information  as  to  the  amount  of  sugar 
available  from  other  than  Cuban  sources  of  supply  — 
Porto  Rico,  Haw^aii,  Philippines,  etc.  The  Army  and 
Navy,  the  Red  Cross,  the  Belgian  Relief,  the  Y.M.C.  A., 
Ejiights  of  Columbus,  and  other  rehef  organizations 
advised  him  of  the  amount  of  sugar  they  would  require 
and  finally  the  United  States  Shipping  Board  advised 
him  of  the  amount  of  shipping  tonnage  that  could  be 
utilized  to  transport  sugar  to  the  United  States.  It  w^as 
thus  possible  to  approximate  the  amount  available  for 
civilian  sugar  distribution  in  the  United  States  for  each 
month. 

2.  A  scheme  of  equitable  allocation  to  individual 
states  was  then  worked  out  based  on  the  population  of 

>  Mr.  Zabriskic  had  been  in  chnrgc  of  flour  distribution  and  on  June  25,  1918  the 
Food  Adminintration  announced  that  both  flour  and  augar  wholesale  and  retail  distribu- 
tion would  be  attended  to  from  his  office  as  the  distribution  division  of  the  Food  Ad- 
minifltration. 

»  This  was  the  organization  created  in  December,  1917  to  allocate  the  1917-18 
Cuban  crop  among  the  Allied  govcrnmenta  and  to  the  various  refiners  of  the  United 
States. 
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each  state,  the  normal  needs  of  each  state  ^  and  the 
normal  sugar  deliveries  into  each  state. ^ 

3.  Each  state  Food  Administrator  then  was  notified 
as  to  the  amount  available  for  distribution  for  his 
state  each  month  for  all  civilian  purposes.  The  details 
of  the  distribution  within  the  state  under  the  certificate 
scheme  were  left  to  the  discretion  of  the  state  Food 
Administrator. 

By  virtue  of  agreements  entered  into  by  the  Food 
Administrator  with  the  Louisiana  sugar  producers  and 
the  beet  sugar  manufacturers,  central  distributing  com- 
mittees were  created  to  handle  the  distribution  of  the 
new  crop  domestic  sugars  under  the  direction  of  the 
Sugar  Equalization  Board  in  accordance  with  require- 
ments for  an  economic  and  equitable  distribution  for  the 
country  as  a  whole,  while  through  the  agreement  with 
the  cane  sugar  refiners,  the  Board  was  able  to  direct  the 
movement  of  sugars  leaving  the  refineries.  Thus  it  was 
possible  to  move  sugars  at  any  one  time  from  regions  of 
plenty  to  regions  of  scarcity,  any  unusual  expenses  in- 
curred in  such  movements  being  met  out  of  the  funds  of 
the  corporation.  In  practical  operation  it  was  found 
essential  to  divide  the  country  into  zones  of  distribution, 
each  zone  being  supplied  from  the  nearest  and  most 
effective  sources  of  supply.  ^ 

The  scheme  as  outHned  above  was  extremely  effective 
in  the  creation  of  a  rigorous  yet  elastic  control  over 
sugar  consumption  and  distribution.  The  sugar  ration 
for  household  use  and  the  allowances  to  the  various  in- 

1  Including  the  reqmrements  of  its  industries  as  determined  from  statistical  investi- 
gation by  the  state  Food  Administrators. 

2  As  reported  by  refiners  and  beet  sugar  manufacturers  to  the  Food  Administration. 

3  The  rules  and  regulations  issued  from  time  to  time  to  beet  sugar  factories,  refiners, 
and  Louisiana  producers  relative  to  distribution  are  too  many  to  discuss  in  detail  here. 
Briefly,  however,  the  general  plan  was  to  increase  the  territory  of  the  beet  sugar  producers 
as  increased  beet  sugar  suppHes  became  available  while  at  the  same  time  decreasing  the 
territory  in  which  cane  sugar  refiners  or  Louisiana  producers  could  sell  their  sugars, 
thus  husbanding  the  available  suppUes  in  regions  of  greater  relative  scarcity. 
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dustries  were  changed  from  time  to  time  as  the  outlook 
for  available  suppHes  and  shipping  tonnage  changed. 
Thus  for  the  period  from  August  1  to  November  1  the 
household  ration  was  fixed  at  2  pounds  per  person  per 
month  while  for  November  it  was  increased  to  3  pounds. 
The  signing  of  the  armistice  made  it  unnecessary  to 
continue  rigid  control  and  the  certificate  scheme  was 
abandoned  on  December  1,  1918.  More  drastic  restric- 
tions of  non-essential  industries  were  contemplated 
from  November  1  on,  some  of  which  were  put  into 
effect  for  November,  but  the  signing  of  the  armistice 
rendered  such  action  unnecessary. 

Many  estimates  have  been  made  of  the  reduction  in 
sugar  consumption  brought  about  in  the  four  months  of 
complete  control,  July-October,  1918,  through  the  plan 
of  restriction  outhned  above.  Such  attempts  are  of 
little  value,  first,  because  there  are  no  accurate  or 
rehable  statistics  of  consumption  in  previous  years, 
secondly,  because  such  statistics  as  are  available  do  not 
relate  to  actual  consumption  by  consumers  but  to  de- 
liveries of  sugar  from  manufacturers  or  refiners  to  the 
distributing  trade.  Moreover,  no  one  can  tell  what  the 
consumption  would  have  been  without  rigid  restrictions 
at  a  time  when  the  demand  for  sugar  was  great  in 
all  directions  owing  to  the  general  economic  prosperity 
and  the  relatively  low  price  of  sugar  as  compared  with 
other  foods. 

The  imperative  need,  as  stated  above,  was  not  the 
restriction  of  consumption  to  some  particularly  low 
point  but  the  creation  of  some  scheme  of  restriction 
which  could  be  made  to  respond  to  the  changing 
conditions  of  supply  and  tonnage.  This  the  Food  Ad- 
ministration accomplished  without  question  since  each 
state  could  only  obtain  as  much  sugar  as  was  allotted  to 
it  and  the  problem  of  sugar  distribution  thus  became  a 
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matter  of  routine  bookkeeping  merely.  Had  the  war 
continued  another  year  it  might  have  been  advisable  to 
embark  on  a  policy  of  restriction  of  consumption,  as  a 
measure  of  economy  of  labor  power,  shipping  tonnage, 
and  fuel,  and  in  that  case,  the  Food  Administration 
would  have  had  the  machinery  for  the  purpose  ready. 
Happily,  however,  the  war  ended  and  it  was  unnecessary. 

IV.  Conclusion 

It  will  be  noted  that  the  signing  of  the  armistice  in 
November  came  but  a  few  months  after  the  various 
agreements  with  the  producers,  the  creation  of  a  new 
price  basis,  and  the  estabhshment  of  an  effective  con- 
trol of  distribution.  Sufficient  time  had  elapsed,  how- 
ever, to  prove  the  practicability  and  soundness  of  the 
plan  of  deahng  with  all  sugar  problems  through  a 
government  corporation. 

An  evaluation  of  the  activities  and  policies  of  the  Food 
Administration  in  dealing  with  sugar  problems  can 
hardly  be  attempted  without  going  far  afield  into  a 
criticism  of  the  general  policies  of  the  Food  Administra- 
tion as  apphed  to  all  commodities.  Such  a  criticism  is 
beyond  the  scope  of  this  paper  but  it  is  necessary  to  note 
that  considerations  such  as  the  relative  food  value  of 
sugar  in  the  nutritional  intake  of  the  nation,  the  in- 
advisability  of  incurring  economic  friction  and  popular 
discontent  in  an  attempt  to  curb  consumption  through 
drastic  compulsory  measures,  and  the  inadvisabihty  of 
disturbing  ordinary  channels  of  trade  and  normal  com- 
mercial practice  in  view  of  a  possible  sudden  termination 
of  the  war  were  factors  of  great  importance,  consciously 
or  unconsciously,  in  determining  the  pohcies  of  the  Food 
Administration.  It  is  only  possible  in  this  paper  to  note 
the  important  economic  effects  of  government  control  of 
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sugar,  first,  the  effect  on  production,  second,  the  effect 
on  prices. 

The  Cuban  crop  of  1917-18,  which  was  the  first  crop 
produced  under  an  agreement  with  the  Food  Adminis- 
tration was  3,446,083  ^  long  tons  or  422,363  tons  greater 
than  the  preceding  Cuban  crop  which  was  the  largest 
crop  up  to  that  year,  and  the  present  year's  crop  pro- 
duced under  agreement  with  the  United  States  Sugar 
EquaUzation  Board  is  estimated  at  4,000,000  long  tons, 
or  about  554,000  tons  greater  than  even  the  previous 
record  crop. 

The  beet  sugar  crop  of  the  United  States  of  1917-18, 
the  beets  of  which  were  planted  in  the  spring  of  1917 
before  Food  Administration  activities  began,  was  765,- 
207  short  tons,-  representing  a  decline  of  55,450  tons 
from  the  previous  year's  high  record  but  49,000  tons 
above  the  pre-war  average.  The  beet  sugar  crop  of 
1918-19  which  was  produced  under  direct  encourage- 
ment of  the  Food  Administration  as  explained  above 
was  765,063  tons,  practically  equivalent  to  the  preceding 
crop.  The  Louisiana  cane  crop^  was  243,600  short  tons 
in  1917  as  against  303,900  short  tons  in  1916  and  a  pre- 
war average  of  229,000  tons,  but  in  1918  it  rose  to 
263,450  short  tons.  The  Porto  Rican  and  Hawaiian 
crops  show  slight  decreases  for  the  last  two  years.  The 
combined  production  in  those  sources  of  supply  affected 
by  government  control  increased  206,000  long  tons  in 
1917-18  over  1916-17,  and  1,301,000  tons  over  the  pre- 
war average,  and  in  1918-19  increased  586,000  tons  over 
the  1916-17  and  1,867,000  tons  over  the  pre-war  average. 
Whether  or  not  the  Food  Administration  w^as  respon- 
sible for  all  of  this  increase,  it  is  difficult  to  determine, 

•  PiRurca  for  Cuban  production  from  Willett  and  Gray's  Weekly  Statistical  Sugar 
Journal.  June  12,  1919,  p.  208. 

«  Crop  Reporter,  April,  1919. 

•  Ibid.,  January,  1919. 
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but  it  certainly  cannot  be  seriously  maintained  in  view 
of  these  statistics  that  the  Food  Administration  policies 
tended  to  discourage  production. 

The  facts  as  to  prices  are  no  less  significant.  In  order 
to  obtain  this  larger  production,  was  the  American  con- 
sumer forced  to  pay  an  abnormally  high  price  ?  The 
retail  price  of  sugar  increased  from  an  average  of  8  cents 
per  pound  in  the  year  1916  to  9.3  cents  per  pound  in 
1917  and  9.7  in  1918.  Since  the  per  capita  consumption 
of  sugar  in  the  United  States  was  about  79,  78  and  73 
pounds  in  1916,  1917,  and  1918  respectively,  including 
sugar  used  in  all  manufactured  articles,  the  per  capita 
cost  of  sugar  amounted  to  $6.32  in  1916,  $7.25  in 
1917  and  $7.08  in  1918,  an  increase  of  14.7  per  cent  in 
1917  over  1916  and  12  per  cent  in  1918  over  1916.  The 
total  sugar  consumption  of  the  United  States  for  these 
three  years  amounted  to  about  3,658,607  tons,  3,683,599 
tons  and  3,495,606  tons  ^  so  that  the  sugar  bill  of  the 
nation  was  about  $665,622,000  in  1916,  $767,367,000  in 

1917  and  $759,525,000  in  1918. 

Yet  altho  the  retail  price  of  sugar  increased  only  21 
per  cent  and  the  per  capita  cost  only  12  per  cent  from 
1916  to  1918,  the  beet  farmers  of  the  United  States  re- 
ceived an  average  price  of  $10.00  per  ton  for  beets  in 

1918  as  against  $6.12  in  1916,^  an  increase  of  63  per  cent, 
while  beet  sugar  manufacturers  received  an  average  of 
$8.12  per  100  pounds '  in  1918  as  compared  with  $6.98 
in  1916,  an  increase  of  16  percent.  Similar  increases 
were  obtained  by  the  American  refiners,  the  Louisiana 
sugar  producers,  the  Cubans,  Hawaiians,  and  Porto 
Ricans  in  accordance  with  their  increasing  respective 
costs. 


1  In  long  tons  from  Willett  and  Gray's  Weekly  Statistical  Sugar  Journal. 

2  Crop  Reporter,  April,  1919. 

»  Calculated  from  figures  of  Truman  G.  Palmer,  "  Concerning  Sugar,"  p.  48. 
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The  statistical  evidence  at  hand  indicates,  there- 
fore, that  the  American  consumer  did  not  pay  for 
all  the  increase  in  costs  of  production  of  sugar,  nor 
did  he  pay  a  premium  for  the  increased  production 
that  resulted  during  government  control.  The  gen- 
eral conclusion,  to  be  drawn,  both  from  the  view- 
point of  production  and  the  viewpoint  of  prices,  is 
that  government  control  of  sugar  during  the  war 
was  a  decided  success. 


JOSHUA  BERNHARDT. 

Johns  Hopkins  University. 


THE  TRANSITION  FROM  GOVERNMENT 
CONTROL  OF  SUGAR  TO  COMPETITIVE 
CONDITIONS 

SUMMARY 

Introduction,  720.  —  The  world  sugar  market  during  1919,  723.  — 
The  problem  of  the  surplus,  726.  —  The  problem  of  the  shortage,  726. 
The  problem  of  decontrol,  728.  —  Conditions  in  1920,  732. —  Con- 
clusion, 734. 

In  a  previous  article,  ^  the  writer  described  the  period 
of  most  rigid  government  control  of  sugar  during  the 
war,  a  period  which  extended  from  about  May,  1918,  to 
the  signing  of  the  armistice.  The  problems  leading  to 
the  formation  of  the  United  States  Sugar  Equalization 
Board  were  explained  in  detail,  also  the  manner  in 
which  those  problems  were  attacked  by  the  Board. 

It  will  be  recalled  that  the  suspension  of  hostilities 
occurred  shortly  after  the  purchase  by  the  Sugar  Board 
in  behalf  of  the  government  of  the  United  States  and  the 
Allied  governments  of  the  entire  1918-19  Cuban  crop,  the 
agreements  with  the  domestic  producers  and  refiners, 
the  creation  of  the  basic  nine  cent  price  level  throughout 
the  United  States,  and  the  establishment  of  an  effective 
control  over  distribution.  Thus  the  Board,  originally 
created  in  anticipation  of  another  year  of  war,  found  at 
the  end  of  1918  that  it  was  bound  by  several  contracts 
with  producers  and  refiners,  for  execution  or  liquidation 
of  which  a  continuance  of  the  corporation  was  impera- 
tive. But  the  general  policy  of  both  the  administra- 
tive and  legislative  branches  of  the  federal  government 

1  "  Government  Control  of  Sugar  during  the  War,"  Quarterly  Journal  of  Eco- 
nomics, vol.  xxxiii,  August,  1919,  p.  672. 
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at  tliis  time  was  favorable  towards  demobilization  of 
all  war  organizations  and  the  removal  of  government 
restraints  upon  business  enterprise.  That  this  was  also 
the  view  of  the  Directors  of  the  Board  is  manifest  from 
a  resolution  adopted  at  a  meeting  of  the  Directors  of 
January'  22,  1919,  as  follows: 

In  view  of  the  fact  that  the  regulatory  conditions  now  in  effect 
were  entered  into  with  the  expectation  of  the  continuance  of  war 
conditions  and  were  not  expected  to  be  maintained  through  a  long 
period  of  peace  conditions,  and  in  view  of  the  change  in  conditions 
since  the  armistice,  a  return  of  free  market  conditions  in  sugar  would 
be  welcomed  by  the  Board. ^ 

The  Directors  did  not  stop  with  a  formal  resolution 
but  endeavored  to  ascertain  by  direct  inquiry  if  the 
contracts  could  be  liquidated  at  once  and  normal  pre- 
war conditions  restored.  Investigation  revealed  that 
most  of  the  producers  and  refiners  w^ere  quite  contented 
with  the  status  quo,  since  it  was  clear  that  the  United 
States  government  as  the  sole  stockholder  of  the  United 
States  Sugar  Equalization  Board  was  to  act  as  the 
stabilizing  force  throughout  the  uncertainties  of  a  re- 
construction period.  Accordingly,  the  Board  was  com- 
pelled to  adopt  the  alternative  of  removing  step  by  step 
the  restrictions  upon  the  sugar  trade.  This  process  of 
transition  from  a  ''pegged"  basis  to  normal  competitive 
conditions  was  interrupted  by  the  developments  in  the 
world's  sugar  market  and  by  certain  political  and  eco- 
nomic conditions  in  the  United  States,  so  that  in  the 
second  half  of  the  year  restrictions  on  exports,  dis- 
tribution, and  prices  had  to  be  rehnposed  to  prevent 
famine  conditions  and  soaring  prices. 

In  coping  with  this  situation  in  the  second  half  of 
1919  the  Board  was  handicapped  by  the  rapid  de- 

'  From  addreea  by  the  President  of  the  Board,  Mr.  George  A.  Zabriakie,  before  the 
CooventioD  of  Wholesale  Grocers  of  the  State  of  New  York.  Printed  in  American 
Sugar  Bulletin,  March  5,  1920. 
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mobilization  of  those  war  organizations  in  Washington 
upon  the  existence  of  which  control  of  the  sugar  industry 
by  the  Sugar  Board  had  been  predicated.  It  is  obvious 
that  to  establish  and  maintain  satisfactorily  an  arbi- 
trarily fixed  price  level  for  any  conrnaodity,  legal  power 
and  organization  in  some  form  are  requisite  —  first,  to 
effect  a  complete  import  and  export  control  of  the 
commodity,  secondly,  to  control  distribution  and  alloca- 
tion of  the  supply  to  various  classes  of  domestic  con- 
sumers (whenever  the  demand  is  in  excess  of  supply  at 
the  established  price)  and  thirdly,  to  punish  or  disci- 
pUne  manufacturers  and  dealers  who  refuse  to  comply 
with  the  norms  established  for  prices,  margins,  or  dis- 
tribution.  Contrary  to  public  impression,  the  Sugar 
Board  itself  never  had  any  of  these  powers,  but  through 
cooperation  with  other  war  organizations  which  pos- 
sessed these  powers,  effective  service  had  been  rendered 
possible  in  1918.  Through  cooperation  with  the  War 
Trade  Board,  control  over  all  imports  and  exports  of 
sugar  had  been  effected;  through  utilization  of  the 
Hcensing  powers  and  the  Hcensing  and  enforcement 
divisions  of  the  Food  Administration,  regulations  for 
manufacturers  and  distributors  both  as  to  prices  and 
distribution  had  been  enforced;  and  finally,  through 
use  of  the  Food  Administration's  powers  over  food 
distributors  and  its  offices  in  the  various  states,  coun- 
ties, and  cities,  allocation  to  industries  and  rationing  to 
the  households  had  been  made  possible. 

It  is  assumed  that  the  reader  is  more  or  less  familiar 
with  the  impacts  of  the  war  upon  the  world's  sugar  in- 
dustry and  trade  —  the  collapse  of  the  European  beet 
sugar  industry,  the  rapid  partially  compensatory  in- 
crease in  the  cane  sugar  production,  mainly  in  Cuba  and 
Java,  the  annihilation  of  the  beet  sugar  export  trade  of 
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the  Central  Powers  and  the  resultant  dependence  of  the 
Allied  countries  upon  Cuba  for  raw  sugar  and  upon  the 
United  States  for  refining  capacity.^  Even  at  the  time 
of  the  armistice  these  factors  were  well  known  to  the 
sugar  trade  generally,  tho  accurate  statistics  were  not 
available  then.  But  rather  obscure  and  therefore  sub- 
ject to  conflicting  conjectures  was  the  actual  net  w^orld 
balance  of  supply  and  demand  for  sugar  for  1919,  if  the 
factor  of  the  reduced  requirements  of  European  coun- 
tries, resultant  from  their  financial  inability  to  purchase, 
was  taken  into  consideration.  Experts  in  the  sugar 
trade  differed  in  their  views  ^  and  recourse  to  statistical 
analysis  was  not  fruitful  in  verification  of  either  view, 
since  only  preliminary  forecasts  of  the  crops  were  then 
available  and  past  experience  had  shown  remarkable 
possibilities  of  shrinkage  from  these  early  forecasts,  as 
the  harvesting  and  manufacturing  season  proceeded. 
A  careful  analysis  made  in  the  Statistical  Department 
of  the  Sugar  Equalization  Board  of  all  the  possibilities 
of  combination  of  the  two  variables,  production  and 
demand,  revealed,  on  the  one  hand  by  combining  the 
greatest  reasonable  consumption  of  each  country  with 
the  lowest  reasonable  production,  a  deficit  in  supply  of 
3,064,000  tons,  and  on  the  other  hand  combining  the 
lowest  reasonable  consumption  with  the  greatest  rea- 
sonable production,  a  world  surplus  of  2,442,000  tons. 

The  year  1918  thus  ended  with  the  prospects  for  1919 
uncertain.  The  general  outlook  became  more  definite, 
however,  in  the  first  few  months  of  1919.   The  first 

'  See  "Sutcar  Prices  and  Distribution  under  Food  Control,"  Quarterly  Journal  of 
Economics,  vol.  xxxii,  August,  1918;  also  "Government  Control  of  Sugar  during  the 
War,"  ibid.,  vol.  xxxiii,  August,  1919. 

*  For  example  in  the  Federal  Reporter  (published  by  the  Federal  Sugar  ReBning 
Company)  of  December  4,  1918,  the  opinion  was  expressed  that  the  9  cent  price  was 
higher  than  warranted,  while  the  December,  1918,  number  of  tho  International  Sugar 
Journal  (p.  53fi)  stated  that  the  demand  for  sugar  would  probably  exceed  the  supply 
until  the  new  European  be«t  crop  would  become  available  later  in  the  year. 
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development  of  significance  was  the  reported  rapid  dis- 
tribution of  the  surplus  stocks  which  had  accumu- 
lated in  Java  during  war  on  account  of  the  scarcity 
of  shipping  tonnage.  Official  confirmation  came  in 
March  ^  that  only  136,000  short  tons  were  unsold  in 
January,  1919,  following  the  disposition,  mainly  to  the 
Far  East,  of  1,734,000  tons  in  the  few  months  preceding. 
The  second  definitive  development  of  the  year  was  the 
change  in  the  various  crop  estimates.  Cables  early  in 
March  reported  a  British  Indian  crop  of  only  2,337,000 
long  tons  as  against  the  December  estimate  of  2,950,- 
000  tons,  a  diminution  of  over  600,000  long  tons.  The 
significance  of  this  decline  was  the  threat  of  a  heavier 
drain  by  British  India  upon  Java  and  of  a  proportionally 
smaller  quantity  available  therefrom,  for  Europe  and 
the  United  States.  There  were  changes  also  in  the  crop 
figures  of  other  countries  but  the  positive  and  negative 
differences  counterbalanced  one  another.  The  third 
significant  factor  was  the  increased  consumption  of  the 
United  States  and  Europe.  The  statistics  of  consump- 
tion in  the  United  States  compiled  in  the  spring  of  the 
year  showed  a  rate  considerably  above  that  of  the  pre- 
ceding year  or  pre-war  years  and  the  United  Kingdom, 
which  in  the  last  war  year  1918  had  consumed  only 
45  pounds  per  capita  as  against  a  pre-war  normal  of 
80  pounds,  was  consuming  at  a  rate  of  about  63  pounds. 
The  net  result  of  the  foregoing  factors  was  a  marked 
indifference  on  the  part  of  buyers,  in  the  first  part  of  the 
year  when  the  general  outlook  was  dubious,  and  on  the 

'  Under  date  of  March  25,  1919,  the  American  consul  at  Batavia,  Java,  reported  to 
the  State  Department  that  there  were  only  two  million  piculs  of  sugar  (136,000  short 
tons)  unsold  by  the  end  of  1918.  This  was  the  result  of  the  formation  of  two  organiza- 
tions, the  Associated  Java  Sugar  Producers,  and  the  Java  Sugar  Exporters  Association, 
both  created  in  the  latter  part  of  1918.  The  combined  efforts  of  these  organizations 
resulted  in  the  sale  of  1,326,000  short  tons  shortly  before  the  signing  of  the  armistice  and 
408,000  tons  in  the  last  two  months  of  1918,  a  total  thus  of  1,734,000  tons.  Com- 
merce Reports,  June  11,  1919. 
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other  hand,  a  state  of  nervous  panic  in  the  second 
half  of  the  year  when  the  true  market  conditions  were 
realized. 

Various  political  and  economic  conditions  in  the 
United  States  in  1919  aggravated  the  situation  de- 
scribed above.  Early  in  March,  1919,  an  Industrial 
Board was  created  by  the  Department  of  Commerce, 
with  the  approval  of  President  Wilson,  to  confer  with 
leaders  in  industry,  with  the  object  of  stabilizing  prices. 
For  a  few  weeks  it  was  anticipated  by  many  in  the  sugar 
trade  that  some  action  might  be  taken  by  this  Board  to 
reduce  the  price  of  sugar  and  the  normal  practice  of 
anticipatory  purchases  was  interfered  with.  When  it 
became  clear  that  no  such  reduction  was  contemplated, 
there  was  still  no  incentive  for  dealers  to  carry  larger 
stocks  than  was  required  from  day  to  day  since  there 
was  little  likelihood  of  any  increase  in  price  before  the 
government  controlled  1918-19  crop  was  distributed. 
This  situation  intensified  the  slow  movement  of  sugars 
in  the  first  half  of  the  year,  while  in  the  last  half  of  the 
year,  when  all  over  the  world  there  was  a  wild  scramble 
for  supplies,  the  demand  in  the  United  States  was  in- 
flated" even  further  by  the  strikes  of  longshoremen  and 
marine  workers  ^  and  by  uncertainty  in  relation  to  the 
1920  prospects  for  supplies.^ 

Altho  the  ''certificate  plan"  of  sugar  distribution  had 
been  discontinued  and  the  sumptuary  regulations  for 
public  eating  places,  sugar  using  industries,  and  the 
household  had  been  repealed  December  1,  1918,  the 

'  It  has  been  recently  pointed  out  that  from  July  1  to  November  15,  1919,  only  eight 
weeks  were  free  from  strikes  which  interfered  with  the  movement  of  sugar  from  the 
Bources  of  supply  to  the  refineries  of  the  United  States.  See  American  Sugar  Bulletin, 
April  30,  1920. 

'  In  the  last  half  of  the  year  the  sugar  trade  awaited  anxiously  for  a  declaration  of 
policy  by  the  government  in  relation  to  the  1920  crops.  But  the  conflict  between  the 
President  and  Congress  over  the  Peace  Treaty  and  the  League  of  Nations  deferred 
de6nite  action  until  the  end  of  December.  In  the  meantime  many  buyers  became  anx- 
ioua  and  endeavored  to  purchase  as  far  ahead  as  possible. 
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resulting  increase  in  demand  was  not  sufficient  to  ab- 
sorb the  ''slack"  and  an  outlet  in  exports  was  impera- 
tive. On  January  11,  1919,  the  Board  announced  its 
intention  of  permitting  exports  after  February  1,  the 
amount  exported  to  be  governed  by  the  receipts  of 
raw  sugars.!  The  response  to  this  offering  of  refined 
sugar  for  export  was  not  satisfactory.  Raw  stocks  in  re- 
finers' hands  accumulated  rapidly,  reaching  230,327  tons 
on  May  24  as  against  155,963  tons  in  the  corresponding 
date  of  1918.  A  temporary  price  reduction  to  stimulate 
the  demand  would  have  been  in  accord  with  economic 
theory  and  sound  business  practice,  but  assurances  of 
the  previous  year  by  the  Food  Administration  to  the 
domestic  producers  precluded  such  action.  ^  The  Board 
attacked  the  problem  from  various  angles:  first,  such 
sugars  as  could  not  be  immediately  allocated  to  re- 
fineries were  purchased  and  stored  on  lighters;  secondly, 
a  news  release  was  issued  on  April  14,  urging  consumers 
to  anticipate  summer  and  fall  purchases;  thirdly, 
133,603  tons  of  raw  sugar  were  sold  from  Cuba,  chiefly 
to  France  and  Canada;  and  finally,  the  British  Royal 
Conmiission  on  the  Sugar  Supply  was  urged  to  move 
from  the  United  States  as  much  as  possible  of  its  ''toll" 
sugars  inomediately  instead  of  awaiting  the  summer 
months.  These  measures  had  hardly  begun  to  produce 
results  when  the  entire  situation  changed  abruptly 
owing  to  the  causes  described  above.  Instead  of  a  prob- 
lem of  the  disposition  of  surplus  supplies  the  Board  was 
compelled  to  cope  with  a  serious  shortage. 

By  the  first  week  of  June  refiners  were  oversold  and 
were  either  booking  orders  subject  to  indefinite  delay  or 
withdrawing  from  the  market  temporarily.  To  have 

1  Previous  to  this  date,  in  1919,  only  such  sugars  had  been  shipped  as  were  being 
refined  "on  toll"  in  behalf  of  the  British  Royal  Commission  on  the  Sugar  Supply. 

2  See  Quarterly  Journal  of  Economics,  vol.  xxxiii,  August,  1919,  p.  677  et  passim. 
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adequately  controlled  the  situation,  an  embargo  on  ex- 
ports should  have  been  imposed,  some  form  of  rationing 
to  prevent  inequalities  in  distribution  should  have  been 
initiated,  and  finally,  active  measures  should  have  been 
taken  to  punish  those  dealers  who  sought  to  utiUze  the 
unusual  conditions  to  obtain  exorbitant  or  unfair  mar- 
gins. Because  of  the  demobilization  of  the  War  Trade 
Board  the  imposition  of  an  embargo  on  exports  was 
impossible,  while  in  view  of  the  almost  complete 
demobilization  of  the  Food  Administration  there  was 
no  possibility  of  control  of  distribution  or  the  enforce- 
ment of  fair  margins.  But  through  its  control  over  re- 
finers ^  the  Board  caused  a  suspension  of  the  shipments 
of  toll  sugars  to  the  Royal  Commission  and  a  stoppage 
of  all  further  sales  for  export.  It  also  maintained  the 
basic  refiners'  price  of  nine  cents  for  granulated.  To  pre- 
vent undue  margins  and  profits  on  this  sugar  after  it 
left  refineries  the  Food  Administration  was  informed 
that  the  Board  would  be  willing  to  pay  any  expenses 
connected  with  the  prosecution  of  dealers  taking  exorbi- 
tant margins.  To  alleviate  local  shortages  in  supply, 
the  Board  purchased  sugars  in  regions  where  there  was 
relative  abundance  (surplus  sugars  of  War  Depart- 
ment and  western  new  crop  beet  sugars)  for  shipment 
to  regions  of  scarcity;  refiners  were  authorized  to  pool 
whatever  sugars  were  available  for  equitable  distri- 
bution among  buyers;  and,  in  order  to  husband  the 
supplies  in  the  eastern  territory  until  new  crop  sugars 
became  available  in  January,  and  to  make  certain  that 
this  old  crop  nine  cent  sugar  did  not  become  confused 
with  the  higher  priced  new  crop  beet  sugar  in  the  West 
and  marked  up  accordingly,  eastern  refiners  were  in- 
structed not  to  ship,  after  October  15,  to  the  territory 
west  of  the  Buffalo-Pittsburgh  line. 

1  Section  xiii  of  the  contract  with  the  refiners  provided  that  "each  refiner  agrees  to 
conduct  h'iB  or  its  export  business  under  the  direction  of  the  Equalization  Board." 
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On  July  29,  representatives  of  the  Cuban  government 
sent  a  letter  ^  to  the  Board,  requesting  that  negotiations 
be  entered  into  by  the  Board  in  behalf  of  the  United 
States  government  for  the  purchase  of  the  Cuban  crop 
of  1919-20.  The  directors  thereupon  sent  a  long 
memorandimi  to  the  President  concluding  as  follows:  * 

Conditions  are  so  abnormal  and  the  prospect  of  securing  a  regular 
supply  of  sugar  at  a  reasonable  price  for  the  people  of  the  United 
States  for  the  year  1920  is  so  uncertain  that  the  EquaHzation  Board 
concludes,  from  a  commercial  point  of  view,  that  its  duty  requires  it 
to  suggest  to  the  President  that  in  reply  to  the  communication  from 
the  representatives  of  Cuban  producers,  negotiations  be  entered  into 
for  the  purpose  of  securing  the  sugar  required  for  the  necessities  of 
the  people  of  the  United  States  for  the  year  1920  from  Cuba  under 
somewhat  the  same  arrangements  as  the  Equalization  Board  was 
able  to  make  with  the  Cuban  commissioners  and  producers  and  the 
refiners  in  the  United  States  for  the  year  ending  December  31,  1919. 

No  action  was  taken  on  the  matter  by  the  President 
at  the  time.  On  September  22,  the  representatives  of 
the  Cuban  government  withdrew  their  offer  to  negotiate 
for  the  crop.  Immediately  thereafter  an  important  step 
forwards  was  taken  in  the  process  of  transition  from 
government  control  to  normal  market  conditions  in  that 
American  refiners  were  notified  by  the  Board  to  pur- 
chase their  raw  sugars  as  in  pre-war  times  in  order  that 
foreign  buyers  and  domestic  speculators  might  not  pur- 
chase more  of  the  Cuban  crop  than  was  in  accord  with 
the  interests  of  the  American  consumers. 

On  September  27,  however,  only  five  days  after  the 
refiners  had  been  thus  notified,  an  inquiry  into  the  sugar 
situation  by  the  Senate  Committee  on  Agriculture  and 
Forestry  was  authorized  by  the  Senate.  This  Com- 
mittee was  to  make  its  investigation  and  report  to  the 
Senate  on  the  reasons  for  the  shortage  of  sugar  and  the 

1  This  letter  and  the  full  correspondence  between  the  Board  and  the  White  House 
are  to  be  found  in  the  Hearing  before  the  Subcommittee  of  the  Committee  on  Agri- 
culture and  Forestry,  United  States  Senate,  65th  Cong.,  on  Senate  Res.  197. 
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desirability  of  continuing  the  Sugar  Equalization  Board. 
The  immediate  effect  was  to  discourage  refiners  from 
entering  the  raw  sugar  market,  as  urged  by  the  Board, 
since  another  year  of  government  control  was  again  a 
probabihty.  It  is  not  possible  within  the  scope  of  this 
paper  to  give  the  tedious  tho  instructive  details  of  the 
hearings  before  this  Committee  and  its  majority  and 
minority  recommendations  to  Congress.  Suffice  it  to 
state  that  the  outcome  w^as  the  enactment  of  the  Mc- 
Nary  bill  ^  on  December  20,  1919,  almost  three  months 
after  the  initiation  of  the  hearings  before  the  Com- 
mittee. 

This  act  authorized  the  President  to  continue  the 
Sugar  Board  for  the  year  1920  and  to  require  the  direc- 
tors, *'if  found  necessary  for  the  public  good"  to  carry 
out  a  plan  for  securing  an  adequate  supply  and  an 
equitable  distribution  of  sugar  at  a  fair  and  reasonable 
price  to  the  people  of  the  United  States.^  But  there  were 
no  provisions  for  export  and  import  control  nor  for 
licensing  power  over  the  various  branches  of  the  domes- 
tic industry  after  June  30,  1920.  Moreover  the  zone 
system  of  distribution  was  prohibited  so  that  '^sugars 
shall  be  permitted  to  be  sold  and  to  circulate  freely  in 
every  portion  of  the  United  States."  The  directors  of 
the  Board  felt  that  it  was  then  entirely  too  late  to  in- 
stitute government  control  for  1920  and  that  the 
McNary  act  was  deficient  in  too  many  respects  and  so 
notified  the  President  of  the  United  States.  On  De- 
cember 31,  1919,  the  President  signed  the  bill  but  a  few 
days  later  issued  a  statement  that  ''on  the  basis  of  the 
facts  presented  and  the  conclusions  reached  by  the 
Sugar  Equalization  Board,  the  President  has  decided 
that  the  authority  conferred  by  the  McNary  sugar  act, 

•  "An  Act  to  provide  for  the  national  welfare  by  continuing  the  United  States 
Bugar  Equalization  Board  until  Dcoenibcr  31, 1920,  and  for  other  purposoa."  Approved 
December  31,  1919. 
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passed  December  20,  so  far  as  it  involves  the  purchase 
and  distribution  of  the  Cuban  crop  by  the  government, 
should  not  be  exercised."  It  was  not,  therefore,  till  the 
first  week  in  January  that  the  refiners  were  enabled  to 
enter  the  raw  sugar  market  for  1920  suppHes  with  full 
confidence  that  there  would  be  no  further  government 
interference.  The  effect  of  this  delay  upon  new  crop 
prices  is  described  below. 

Better  progress,  however,  was  made  in  the  removal  of 
government  import  restrictions.  The  great  demand  for 
sugar  in  the  last  quarter  of  the  year  made  it  advisable  to 
allow  importations  of  foreign  sugars  from  all  possible 
sources  and  the  Department  of  State  announced  on 
November  8  that  free  importation  of  sugar  would  be 
allowed  except  from  Soviet  Russia  and  Cuba.  On 
December  1,  1919,  the  agreement  with  the  Cuban 
government  as  to  the  1918-19  crop  expired,  and  free- 
dom of  importation  was  reestablished  after  a  lapse  of 
two  years.  On  December  31, 1919,  the  contract  between 
the  Sugar  Board  and  the  refiners  expired  and  the  activi- 
ties of  the  Board  thereafter  were  only  in  relation  to  the 
settlement  of  claims  and  the  liquidation  of  all  financial 
matters.  On  February  16, 1920,  trading  in  sugar  futures 
on  the  New  York  Coffee  and  Sugar  Exchange,  sus- 
pended by  Mr.  Hoover  on  August  16,  1917,  were  re- 
sinned but  with  the  trade  rules  somewhat  amended  to 
prevent  wide  fluctuations. 

By  February  16,  therefore,  the  entire  sugar  trade 
functioned  practically  as  in  pre-war  times,  except  that 
the  Department  of  Justice  was  attempting  to  control 
domestic  new  crop  prices  through  utilization  of  the 
powers  granted  by  the  Food  Control  Act.  Altho  pre- 
sumed to  be  attacking  the  entire  ^^high  cost  of  living" 
problem,  special  attention  was  directed  towards  the 
sugar  trade,  primarily  because,  in  the  uncertainties  of 


SUGAR 


731 


transition  from  a  government  controlled  basis  to  free 
market  conditions,  sugar  producers  were  at  a  loss  as  to 
proper  prices.   On  October  21,  the  Attorney  General 
directed  beet  sugar  producers  to  sell  their  crop  at  not 
more  than  10  cents  per  pound  seaboard  basis,  less  2  per 
cent  for  cash.    This  price  was  raised  to  lOi  cents  on 
November  14,  1919.  It  was  not  intended  that  any  pro- 
ducer should  sell  at  a  loss,  these  prices  being  merely 
tentative  bases  for  further  investigation  by  the  Depart- 
ment.   Many  of  the  smaller  companies  consequently 
sold  some  of  their  sugars  in  November  at  11  to  13| 
cents.    On  November  8,  1919,  the  Attorney  General 
approved  of  a  maxunum  price  of  17  cents  wholesale  for 
Louisiana  plantation  clarifieds  and  18  cents  for  Louisiana 
clear  granulated  and  ordered  the  United  States  At- 
torney at  New  Orleans  to  prosecute  any  producer  or 
refiner  who  charged  in  excess  of  these  prices.  In  con- 
nection with  the  importation  of  foreign  sugars  which 
were  being  offered  at  a  duty  paid  price  of  14  cents,  and 
upward,  the  Department  of  Justice  ruled  that  no  specific 
price  would  be  considered    unfair"  provided  that  no 
excessive  margin  were  made  in  the  resale  to  the  domestic 
trade. 

In  this  last  quarter  of  1919  a  striking  illustration  was 
afforded  of  the  impracticability  of  government  control 
of  prices  through  the  attempted  enforcement  of  ''fair 
margins."  During  the  period  of  control  by  the  Food 
Administration  and  the  Sugar  Equalization  Board, 
contracts  between  the  government  and  the  various 
branches  of  the  industry  formed  the  basis.  Through 
general  publicity  as  to  the  prices  estabhshed  by  contract 
with  producers  and  refiners  abnormal  distributing  mar- 
gins were  rendered  impossible.  Differences  in  prices 
between  domestic  and  foreign  producers  were  absorbed 
by  the  government,  so  that  a  uniform  price  prevailed 
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throughout  the  United  States.  But  under  the  arrange- 
ment in  effect  in  the  last  quarter  of  1919,  a  different 
maximum  price  was  estabUshed  by  the  Department  of 
Justice  for  the  Louisiana  producer,  the  beet  producer, 
and  the  importer  of  foreign  trades.  Hopeless  confusion 
was  the  result  and  all  manner  of  price  juggling  by- 
dealers  was  made  possible. 

The  conditions  which  caused  refiners  to  delay  antici- 
patory purchases  of  the  1919-20  crop  raw  sugars  have 
been  explained  above.  This  delay  resulted  in  a  curious 
practice  in  the  trade,  the  so-called  'Holl  refining." 
Many  manufacturers  of  commodities  in  which  sugar  is 
a  constituent  became  apprehensive  at  the  apparent 
indifference  exhibited  by  refiners  and  entered  the  raw 
sugar  market  in  Cuba,  purchasing  directly  or  through 
brokers  all  or  a  significant  portion  of  their  1920  re- 
quirements. Arrangements  were  then  made  with  refin- 
ing companies  in  the  United  States  for  the  refining  of 
the  raw  sugars  so  purchased,  at  a  definite  compensation 
per  pound.  By  this  device  refiners  were  freed  from  the 
risk  involved  in  entering  an  uncertain  market  while  the 
manufacturers,  to  whom  adequate  supply  was  more 
important  than  price,  were  assured  of  their  necessary 
requirements. 

The  rather  curious  result  of  this  procedure  was  that 
the  consumers,  through  purchases  of  sugar  in  the  form 
of  candy,  soft  drinks,  ice  cream,  and  a  host  of  other 
"luxury"  products  for  which  the  demand  appeared 
inelastic  and  for  which  the  increase  in  price  was  not  so 
visible,  were  forcing  upward  the  price  of  sugar  for 
household  use,  for  which  the  demand  was  more  elastic 
and  where  the  increase  in  price  was  shockingly  clear. 
Consequently,  the  price  for  Cuban  sugar  of  the  1919-20 
crop  soared  from  6.5  cents  per  pound,  f.  o.  b.  Cuba  in 
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the  early  part  of  August  to  11.62  cents  per  pound  in  the 
first  week  of  Januar>%  and  this  high  price  persisted 
throughout  the  month.  In  the  first  week  of  February, 
the  influence  of  larger  volume  of  production  in  Cuba  and 
Porto  Rico  and  the  ''hand  to  mouth"  purchases  of  the 
refiners,  resulted  in  a  continuous  price  decline  until  on 
February  26  the  low  point  was  reached  of  8.74  cents  per 
pound.  At  this  date  public  interest  in  the  situation 
waned,  since  these  declining  prices  apparently  marked 
the  end  of  the  transition  period  from  government  con- 
trol to  normal  market  conditions. 

But  just  at  this  time,  as  it  happened,  the  effect  of  a 
serious  drought  on  the  island  of  Cuba  became  manifest. 
There  were  pessimistic  reports  as  to  the  final  outturn  of 
the  crop,  which  had  been  previously  estimated  by  the 
various  experts  at  from  4,300,000  tons  '  to  4,436,000 
tons.2  Later  reports  indicated  a  decUne  from  the  first 
estimates  of  over  600,000  tons,  or  about  14  per  cent. 
Influenced  by  these  reports,  the  price  of  raw  sugar 
mounted  steadily  from  8.74  cents  per  pound  f.  o.  b. 
Cuba,  to  22  cents  on  May  31.  The  immediate  effect  of 
these  high  prices  w^as  a  series  of  Congressional  investiga- 
tions. With  a  presidential  election  only  a  few  months 
away,  these  investigations  were  not  without  political 
portent.  It  was  attempted  at  various  times  to  fix  the 
blame  upon  President  Wilson  for  his  delay  in  authoriz- 
ing the  Sugar  Equalization  Board  to  purchase  the 
Cuban  crop  of  1919-20;  upon  Professor  F.  W.  Taussig 
for  his  minority  report  to  President  Wilson,  advising 
against  government  control  of  the  sugar  business  for 
1920;  upon  Attorney  General  Palmer  for  authorizing 
the  maximum  price  of  17  cents  for  Louisiana  sugars, 
which  action,  it  was  claimed,  excited  the  ''cupidity  of 
Cuban  producers";  upon  the  profiteers  and  hoarders 

'  Willi»tt  and  Gray's  preliminary  estimate. 

>  Eatimate  o(  Cuban  atatiaticiana  Meears.  Joaquim  Guma-Leandro  Mejer,  Havana. 


734  QUARTERLY  JOURNAL  OF  ECONOMICS 

and  upon  the  sugar-using  manufacturers  who  had  pur- 
chased in  Cuba  regardless  of  price. 

Was  this  experiment  in  the  domain  of  state  inter- 
ference in  industry  and  trade  a  success  or  a  failure  ? 
To  answer  this  question  it  is  only  necessary  to  recall 
why  government  control  of  the  sugar  business  was 
originally  undertaken.  Stated  in  most  compact  form, 
tho  perhaps  crudely,  the  situation  was  that,  in  avoiding 
utilization  of  shipping  tonnage,  desperately  required  for 
more  essential  purposes,  in  long  hauls  to  such  sources  as 
Java,  the  Allies  became  increasingly  dependent  upon 
Cuba  for  raw  sugar  supplies.  The  amount  available 
for  the  United  States  was  thus  correspondingly  reduced 
and  to  prevent  soaring  prices  and  to  adjust  demand  to 
available  supplies  the  arbitrary  war  emergency  power  of 
the  state  was  invoked.  That  prices  were  kept  at  low 
level  during  the  war  and  in  the  year  1919  through  the 
work  of  the  Food  Administration  and  the  United  States 
Sugar  Equalization  Board  needs  no  demonstration  at 
the  present  time,  when  in  a  competitive  market,  under 
basic  conditions  varying  but  slightly  from  those  obtain- 
ing during  the  period  of  control,  the  retail  price  of 
granulated  sugar  is  anywhere  from  25  to  30  cents  per 
pound.  Nor  was  this  low  price  to  the  consumer  at  the 
expense  of  a  declining  production,  for  in  this  period  of 
fixed  prices,  production  in  the  United  States  and  Cuba 
increased  from  5,035,713  long  tons  to  about  5,799,000 
tons. 

That  adjustment  between  supply  and  demand  was 
effected  is  also  no  longer  open  to  question,  for  in  the 
year  1918  when  conservation  was  imperative  the  con- 
sumption in  the  United  States  was  restricted  to  about 
100,000  1  tons  below  the  pre-war  average  and  300,000 

1  These  figures  are  from  the  reports  of  the  Statistical  Department  of  the  United 
States  Sugar  Equalization  Board.  Figures  of  the  Department  of  Commerce  and  the  Sugar 
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tons  below  the  consumption  of  the  previous  year,  a 
decrease  of  about  8  per  cent.  On  the  other  hand  in  1919, 
when  conservation  was  no  longer  imperative,  the  supplies 
made  available  were  about  400,000  tons  above  the  pre- 
vious record  consumption  and  about  600,000  tons  above 
the  pre-war  average.  As  to  the  economic  efficiency  and 
equity  in  distribution  the  situation  differed  at  various 
periods.  In  the  period  between  June  1  and  Decem- 
ber 1,  1918,  under  the  operation  of  ^'the  certificate 
plan,''  ^  the  most  effective  control  of  distribution  was 
witnessed.  Before  the  spring  of  1918  there  was  an 
undue  reliance  upon  voluntary  effort,  but  even  then  the 
pooling  of  the  output  by  producers  and  the  institution 
of  machinery  for  allocation  of  supplies  so  pooled  and  the 
restrictions  upon  sugar-using  industries  reUeved  several 
otherwise  hopeless  situations.  In  1919,  there  was  no 
machinery  or  legal  power  for  control  of  distribution  and 
exports  and  the  Sugar  Equalization  Board  performed 
effective  service  with  blunt  tools.  It  must  not  be  for- 
gotten that  whatever  w^as  accompUshed  in  sugar  dis- 
tribution was  performed  without  the  utihzation  of  the 
expensive  and  repressive  card  rationing  system  in 
vogue  in  most  countries  in  Europe. 

There  can  be  no  doubt  that  the  main  ends  for  which 
state  interference  in  the  sugar  business  was  instituted 
were  accomplished.  Government  control  of  the  sugar 
business  was  a  successful  experiment  in  the  domain  of 
economic  enterprise.  Granting  this  conclusion,  was  not 
an  error  made  in  failing  to  accept  the  offer  of  the  repre- 
sentatives of  the  Cuban  government  for  the  purchase  of 

Trade  Journal  atcree  in  round  numbers.  The  same  forces  which  operated  to  bring  about 
the  high  1919  consumption  were  all  present  in  1918  and  there  is  little  doubt  that  the 
1918  consumption,  unrestricted,  would  have  equaled  the  1919  record,  on  which  basis 
thcrf*  would  appear  a  reduction  of  17  per  cent.  But  even  as  compared  with  the  previous 
yean  a  aubntantial  conservation  is  shown. 

'  Hec  Quarterly  Journal  of  Economics,  vol.  xxiiii,  August,  1919,  p.  705  et  passim 
for  a  description  of  this  method  of  distribution. 
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the  1919-20  crop  and  in  discontinuance  of  government 
control  over  distribution  and  prices  of  sugar. 

The  events  of  1919  and  the  first  half  of  1920,  as 
described  above,  have  made  it  clear,  first  that  with  the 
war  emergency  over,  most  elements  in  the  conmiunity 
are  unwilling  to  continue  the  war  time  subordinance  of 
self-interest  to  the  common  good;  second,  that  the  high 
business  ability  which  volunteered  for  national  service 
during  the  war  could  not  be  retained  indefinitely  at  a 
most  wearying  and  thankless  task.  Without  these  two 
basic  factors,  there  could  have  been  no  effective  govern- 
ment control.  In  addition,  pohtical  motives,  subordinated 
in  a  period  of  national  peril,  rise  inevitably  to  the  sur- 
face in  peace  times.  One  need  but  review  the  manner 
in  which  the  sugar  situation  has  become  a  political  foot- 
ball in  the  last  six  months  to  be  convinced  of  this 
fact.  Furthermore,  there  is  obvious  economic  fallacy  in- 
volved in  arbitrary  restrictions  on  the  price  of  a  single 
commodity  without  compensatory  restrictions  upon  the 
commodities  entering  into  its  production.  Return  to 
open  market  conditions  had  unexpected  and  unwelcome 
results;  but  retention  of  war  control  would  have  been 
equally  unwelcome  and  public  dissatisfaction  would 
doubtless  have  been  as  great. 

Joshua  Bernhardt. 


Johns  Hopkins  University. 
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